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Note: In light of considerable 
interest of two mem- 
bers of the Commission 
in the topic of federal 
role, this “View from 
the Commission” will 
feature the two views 
on this key area. The 
views express differing 
approaches not to de- 
fining the problem but 
to solving it—and what 
ACIR’s proper role 
might be. 


v. Bruce Ba 
Dear Reader: 
I am delighted to have this op- 


portunity to describe my views 


on the important issue of the 
federal role in the federal system 
and to share the spotlight with 
fellow Governor Richard Snel- 
ling of Vermont. I have been 
particularly pleased that the 
Advisory Commission on Inter- 
governmental Relations is look- 
ing into this key subject since I 
think it gets to the heart of the 
major problem now confronting 
contemporary intergovernmen- 
tal relations. 

The federal system is disap- 
pearing. I believe that if left 
adrift in the swift current we’re 
now in, states and localities will 
be finished in 30 to 40 years. The 
work done by the Commission 


staff corroborates what many of 
us at the state and local level 
have known for some time: The 
real power in this country has 
dramatically shifted to Wash- 
ington. The federal presence is 
in nearly every field, and I think 
the time has come when Wash- 
ington should get out of some of 
these fields and be restrained in 
some way from getting into cer- 
tain others. 

Trying to cope with this 
overload of our intergovernmen- 
tal system through economic 
and administrative approaches 
is insufficient. What we need is 
a new political conceptualiza- 

(Continued on Page 23) 


Dear Reader: 


I too am pleased to share this 
forum with Governor Babbitt 
and to have an opportunity to 
present my views on what to do 
about what is referred to in this 
issue of Perspective as the fed- 
eral Leviathan. 

It is undeniable that the fed- 
eral presence has grown im- 
mensely over the past few dec- 
ades. The mark of Washington 
is seen in nearly every govern- 
mental arena and the work done 
by the ACIR staff—including 
the articles in this issue of Per- 
spective—provides startling and 
numerous illustrations of how 


the federal government got into 
areas not clearly federal in 
nature. 

Where I begin to disagree with 
my fellow Governor from Arizo- 
na is what to do about the situa- 
tion. He draws an extremely 
bleak picture of the future of 
our intergovernmental system— 
predicting the demise of state 
and local government in the 
not too distant future if we con- 
tinue along as we're going. He 
proposes a radical change— 
where someone—ACIR in point 
of fact—would redesign our 
federal system and fashion an 
“ideal” sorting out of functions. 

I can’t help but feel that such 
a design would run counter tc 
our whole American heritage 


Gov. Richard A. Snelling 
and purpose. In a democracy, 
any change must be in accor- 
dance with the consent of the 
governed. Short of recommend- 
(Continued on Page 23) 
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Views from the Commission 

In this issue, two Commission members, Governors Bruce 
Babbitt and Richard Snelling, discuss the importance of 
ACIR’s study of the federal role in the federal system and 
outline alternative routes the Commission might take in its 
recommendations in this key area. 


Intergovernmental Focus 

Mandating, Fiscal Note Legislation Considered at State, 
Federal Levels 

Grant Reform Hearings Concluded, Rural Efforts Show 
Promise 


The Creation, Care and Feeding of Leviathan: 

Who and What Makes Government Grow 

This article by ACIR Analyst Cynthia Colella highlights 
recent work by the Commission in examining the almost 
continual addition to and expansion of the federal govern- 
ment’s myriad functional roles. The article discusses the 
parts played by the various actors including Congress and 
the President, as well as the effect of other factors such as 
environmental influences. 


The Accidental Leviathan: Was the Growth of 
Government a Mistake? 

Another key part of the federal role study relates to why 
government grew. In large measure, the growth was an 
accident, says ACIR Senior Analyst David Beam in this 
article dealing with both fiscal and regulatory federal 
actions. 


ACIR News 

ACIR Meeting Rescheduled for December 6-7 

Oregon Senate President Named to Commission 

ACIR Schedules Conference on Federal Grant Law 

ACIR Vice Chair Testifies on Grant Reform Legislation 
Indicators Show Increased State Efforts to Assist Localities 
ACIR Initiates Study of A-102 Compliance 


And Briefly: Books 


Commission Members 
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Mandating, Fiscal Note Legislation 
Considered at State, Federal Levels 


ACIR recommendations that states 
alleviate difficulties in mandating 
of local expenditures by defining 
and cataloging new and existing 
mandates and providing full or 
partial reimbursement based upon 
costs set out in a fiscal note have 
recently been considered and/or 
adopted in a number of states. 

The Michigan legislature, under 
a time limit imposed by a consti- 
tutional amendment, passed a state 
mandates bill that requires the 
state to catalog all state mandates 
on the books with ten statutory 
exceptions. Future legislation im- 
posing state mandates must contain 
funds to cover the cost of the man- 
dates. 

Tennessee enacted legislation to 
implement a constitutional amend- 
ment requiring that cities and 
counties be reimbursed for state 
mandates. The Tennessee legisla- 
ture provided, however, that funds 
returned to counties and municipal- 
ities as part of state-shared taxes 
would be used to help pay the state 
costs of mandates. 

Rhode Island law calls for towns 
and cities to be reimbursed for the 
cost of state mandates. State man- 
dates were defined to include state 
statutory or executive actions, and 
state actions taken to achieve 
compliance with federal statutes, 
regulations, or court orders, but 
which exceed in force, the under- 
lying federal statute, regulation, 
or court order. Mandates also in- 
clude requirements imposed upon 
local governments when discre- 
tionary federal statutes, regula- 
tions, or court orders are made 
mandatory by the state. The state 
budget officer must annually in- 
clude as a line item in the state 
budget the statewide costs of state 
mandates as reported by the De- 
partment of Community Affairs. 

A state mandates bill, closely 
patterned after ACIR’s model state 
legislation, was vetoed in Illinois. 

A number of state legislatures 
are expected to consider the man- 
dating issue in the next session. In 


the meantime, some states are 
attempting to find out what has 
already been mandated. For exam- 
ple, the Massachusetts General 
Assembly set up a special commit- 
tee to review and catalog all man- 
dates in three functional areas. The 
committee has cataloged the man- 
dates, filed the information on 
computer, and has now proposed 
state mandates legislation. 

The Commission has also recom- 
mended that states include with 
all major state legislation and pro- 
posed administrative regulations 
affecting local governments, an 
explicit note setting out the fiscal 
impact on those local governments 
of legislation or regulations. Gen- 
erally, fiscal notes add a new di- 
mension to the legislative process by 
making legislators more aware of 
both the benefits and the custs of 
programs. Although few «taizs re- 
quire that fiscal notes be attached 
to proposed rules or regulations, 

26 states have enacted such a pro- 
cedure for legislation. Of these 
states, ten require the procedure as 
a matter of statutory law while 
most of the other fiscal note pro- 
cedures are required by joint legisla- 
tive rules. 

New Hampshire decided to enact 
such a statute during its last ses- 
sion. A special committee was or- 
ganized to review ACIR’s mcdel 
bill, as well as the legislation in 
other states. During the numerous 
committee meetings held early this 
spring, the special committee re- 
viewed the cost and personnel 
needs of such a system of fiscal 
review and invited officials from 
Maryland and Rhode Island to 
discuss fiscal notes in their states. 
After the committee and the legisla- 
ture reviewed options on how to 
keep costs within reason while mak- 
ing the fiscal note sufficiently de- 
tailed, the bill was enacted and 
became effective in July. 

Fiscal note and mandating legis- 
lation is also under consideration 
at the federal level: 

OH.R. 3697, introduced by 
Rep. Elizabeth Holtzman 
(NY), would require an as- 
sessment of costs to state and 


local governments for all bills 
and resolutions reported by 
the House and Senate. 
OH.R. 2842, introduced by 
Rep. John Burton (CA), 
would permit the assessment 
of costs for state and local 
governments resulting from 
proposed federal programs. 
Additionally, the Burton 
proposal would prohibit 
further consideration of the 
legislation until additional 
federal funds are authorized 
to alleviate the new cost 
burdens. 
Both bills are now in the House 
Rules Committee, but neither has 
been the subject of hearings, as yet. 


Grant Reform Hearings Concluded, 
Rural Efforts Show Promise 


On October 3, the Senate Subcom- 
mittee on Intergovernmental Rela- 
tions concluded its series of hearings 
on federal aid system reform. The 
hearings focused on two omnibus 
grant reform proposals, S. 878, the 
“Federal Assistance Reform Act,”’ 
and S. 904, the ‘‘Federal Assistance 
Reform and Small Community Act 
of 1979.’ Subcommittee markup of 
these bills is expected soon. 

These two bills contain a range of 
improvements intended to simplify 
and reduce the cost of grants man- 
agement, including a grant consoli- 
dation process, the standardization 
of national policy requirements, 
renewal of the Joint Funding 
Simplification Act of 1974, audit- 
ing improvement, and procedures 
to give special attention to the na- 
tion’s smaller communities. Both 
bills have received bipartisan sup- 
port in the Senate, and companion 
legislation to S. 878 is in the House 
as H.R. 4504. 

Throughout the three days of 
hearings, grant consolidation was 
selected repeatedly as the most 
needed and desirable step toward 
improved grant administration. 
Title II of both S. 878 and S. 904 
would establish a process whereby 
the President could send consoli- 
dation plans, containing programs 
in the same functional area, to the 
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Congress for its review. Within 90 
days, the Congress would be re- 
quired to pass judgment on the 
proposed consolidation plan. Under 
current procedure, consolidation 
proposals frequently languish in 
subcommittee without ever being 
given a fair assessment. While the 
proposed reform would not suggest 
specific consolidations, it would 
assure that proposals in Congress 
would receive a substantive review. 

On the final day of testimony: 

O Sen. Carl Levin (MI) ex- 
pressed strong support for the 
consolidation process, noting 
in particular the discretion 
it would provide for program 
administrators. 

0) The Comptroller General of 
the United States, Elmer B. 
Staats, reinforced this sup- 
port, pointing to the fact that 
the GAO has issued at least 
15 reports in the last several 
years highlighting the com- 
plexity and confusion in the 
federal aid system resulting 
from overuse and improper 
use of categorical grants. 

ODr. John P. White, Deputy 
Director of OMB, assured 
strong administration backing 
for grant consolidation and 
described OMB’s ongoing ef- 
forts to formulate the consol- 
idation plans which are most 
desirable from both the policy 
and political standpoints. 

On earlier hearing days, ACIR 
Vice Chair Lynn Cutler, Supervisor 
of Black Hawk County (IA), and 
representatives from most of the 
major public interest groups urged 
grant consolidation as the pre- 
eminent reform approach. Each of 
these witnesses described his or her 
particular frustrations with the 
existing grant system. They reaf- 
firmed the point made a year ago by 
the National Governors’ Association 
and the National Conference of 
State Legislatures, that the flexi- 
bility and cost savings afforded by 
grant consolidation is a fair and 
justifiable exchange for the ex- 
pected cutbacks in federal grant- 
in-aid funds. 

Other titles of the two bills, in- 


cluding those dealing with the sim- 
plification of national policy re- 
quirements, auditing improvement, 
and joint funding simplification, 
were generally well received. Several 
witnesses, however, underscored 

the need to redraft some aspects of 
these titles in the course of markup. 

The joint funding concept was 
lent its strongest support by Ken- 
tucky Gov. Julian M. Carroll. 
Kentucky has had a very favorable 
experience with joint funding, us- 
ing it as a tool to cut administra- 
tive costs sharply in the manage- 
ment of federal programs. As a re- 
sult, Kentucky estimates that joint 
funding saves up to $1.2 million 
annually in the federal program 
planning area alone. Subcommittee 
Chairman James Sasser, from Gov- 
ernor Carroll’s neighboring state 
of Tennessee, has taken a strong 
interest in the renewal of the 1974 
joint funding legislation. On Sep- 
tember 28, 1979, Sen. Sasser intro- 
duced his own Joint Funding 
Simplification Act renewal pro- 
posal as S. 1835. This bill is co- 
sponsored by Senators Muskie 
(ME), Chiles (FL), Glenn (OH), 
and Durenberger (MN). 

Senate subcommittee markup of 
S. 878 and S. 904 is scheduled for 
completion well before the close of 
this Congressional session. As yet, 
however, no hearings are scheduled 
in the House for the companion 
legislation. 

As the grant reform proposals 
pass through the Congress, the 
President is moving forward with a 
series of administrative reform 
initiatives, including the simplifi- 
cation of the regulatory process, 
paperwork reduction, certain urban 
policy changes, improved planning 
requirements, and upgrading of the 
Federal Regional Councils. Some of 
these strategies have enjoyed only 
uneven success. As the ACIR Fed- 
eral Assistance Monitoring Project 
revealed, for example, some of the 
regulatory simplification and 
paperwork reduction steps, while 
endorsed at the policy level, have 
become misdirected or have been 
implemented in conflicting ways at 
the program administration level. 


One set of these administrative 
actions which shows great promise, 
however, is the rural development 
initiative. This approach, first 
announced in 1978, is designed to 
better target existing funds to the 
rural communities exhibiting the 
greatest need and to foster agency 
cooperation at the federal level in 
the distribution of funds and ad- 
ministration of programs. The six 
program @reas selected for this 
innovative approach to service 
delivery were water and sewer, 
communications, energy, transpor- 
tation, housing, and health. 

The health initiative is particu- 
larly interesting because the spe- 
cial health problems of rural 
populations are compounded by the 
serious shortage of health pro- 
fessionals in these areas. The 
foundation of the rural heaith 
initiative is an agreement between 
the Department of Health, Educa- 
tion, and Welfare (HEW) and the 
U.S. Department of Agriculture 
(USDA) that provides for loans 
to construct the needed health care 
facilities for people in the medically 
underserved rural areas. Under this 
agreement the Farmers Home Ad- 
ministration (FmHA) provides loans 
to build, expand, or better equip 
nonprofit health care units in the 
selected areas. The Bureau of Com- 
munity Health Services (BCHS) in 
HEW makes certain that these 
facilities are appropriately staffed 
and the operating expenses are 
available for the life of the loan. 
The BCHS effort seeks to overcome 
current trends toward specializa- 
tion and sophisticated technology, 
neither of which meets the needs 
of rural populations. The emphasis 
instead is on reemphasizing the 
importance of primary health care 
disciplines and encouraging indi- 
viduals with this background to 
locate in rural areas. 
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The Creation, 
Care and Feeding 
of Leviathan: 


Who and 
What Makes 
Government Grow 


By Cynthia Cates Colella 


History tells us that on a rainy evening 
163 years ago, Lord Byron, Percy 
Bysshe Shelley, and Mary Wollstone- 
craft Shelley each determined to devise 
the ultimate horror story. The chal- 
lenge, constructed in the form of a con- 
test among the renowned trio, was 
successfully met by Mary and it is testa- 
ment to her literary and horrific abili- 
ties that these many years later no one 
has surpassed her classic tale of the 
well-meaning young physicist, Victor 
Frankenstein, and his misbegotten 
creation, Clerval. Without doubt, 
Shelley had created the monster. 


The enduring significance of Shelley’s work, how- 
ever, owes little to the appalling deeds of a man-made 
freak or to the gross appearance, years later, of the 
Karloff-style brute (both the author and her latter- 
day Hollywood interpreters have been surpassed in 
luridness many times over). Rather, the novel’s 
staying power lies in its pathos and universal theme: 
honorable intentiors often deteriorate into shameful 
consequences; the singular good often evolves into 
plural abominations. 

In the past several years, the size, continued 
growth, and apparent incomprehensibility of govern- 
ment have come under increasing criticism. Indeed, 
growing numbers of people contend that government 
has become a monster of excessively pervasive and 
inordinately complex proportions. In this view, the 
proliferation of regulations and programs and the 
extreme intergovernmentalization of implementation 
have created a largely uncontrolled and unaccount- 
able system—‘‘Leviathan”’ run amuck. Yet, just as 
the most adverse effects of Dr. Frankenstein’s crea- 
tion were born of neither malice nor evil intent, so 
the most maligned aspects of modern government 
were not purposely manufactured. And, if at its 
birth the creature was not a monster, neither 
initially is there any such thing as an unneeded or 
oversized program. The ‘“‘best laid plans’’ of fic- 
tional physicists and real-world policy actors may 
unfold in the most unexpected ways. 

For over two years, the staff of the Advisory Com- 
mission on Intergovernmental Relations has been 
studying the almost continual addition to, and ex- 
pansion of, the federal government’s now myriad 
functional roles—roles which have become not only 
bigger from the standpoint of expenditures, but 
broader in their operational inclusiveness and deeper 
in their intergovernmental intrusiveness. The bulk 
of this work has focused on a series of case studies 
examining public assistance (both categorical cash 
programs and food stamps), elementary and second- 
ary education, higher education, environment, un- 
employment, libraries, and fire protection. While 
these functional areas comprise only a fraction 
(albeit a substantial fraction) of the federal govern- 
ment’s current business, they nonetheless provide in- 
sight into a wide and representative range of govern- 
mental endeavors from the massive to the relatively 
minute. Each of these case studies was designed to 
illustrate the overall dynamics of the policy process 
and thus to determine the forces responsible for the 
creation, care, and feeding of ‘‘Leviathan.”’ 

Two broad types of policy producing and shaping 
variables—policy actors and environmental influ- 
ences—were examined in the case studies. For our 
purposes, the policy actors include traditional 
institutional entities such as Congress, the Presi- 
dent, the bureaucracy, the courts, and interest 
groups as well as external entities such as the press, 
public opinion, elections, and political parties. So- 
cio-demographic trends and dislocations (war and 
economic aberrations) constitute the environmental 
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influences or forces. If, as some claim, government 
has gone awry; if the ‘‘enumerated powers” of 1789 
have become the immeasurable activities of 1979; if 
the sublime idea has become, to public and office- 
holder alike, a subliminal nightmare; if the worthy 
experiment has matured in monstrous form, these 
actors and forces are—to a greater or lesser extent— 
responsible. 


Who Makes Government Grow: 
The Policy Actors 


The realm of poiicymaking as revealed in the Com- 
mission’s case studies is distinguished by its com- 
plexity. Unidimensional or single actor explanations 
of program development and growth are both 
inadequate and misleading. The many, not the few, 
have created Leviathan. (See Table I.) Yet, if all 
are responsible, some are more responsible than 
others. And, if one actor can receive star billing, that 
actor is Congress. 


The Congressional Policy Role 


It has been said in jest that the mitigating effects 
of air conditioning on that otherwise insufferable 
environmental travesty known as a Washington sum- 
mer has had two unfortunate side effects: energy 
costs are increasingly outrageous and it keeps Con- 
gress in session for the better part of the season. 

If one views the seemingly unrestrained growth of 
government as a major problem, the second half of 
the statement may appear more valid than the first. 

In each of the seven program areas examined, only 
Congress played a consistently crucial role, a role 


which is particularly significant in the originating 
phase of the policy process, for in the initiation of 
programs, no other actor eclipses the individual Con- 
gressional entrepreneur or issue activist. The near 
universal existence of such policy entrepreneurs in 
the case studies belies the notion that Congress acts 
as a great rubber stamp for Presidential, bureau- 
cratic, or interest group initiatives. In fact, in many 
instances the opposite would be far closer to the 
truth. 

In the cases of the environment, food stamps, un- 
employment, elementary and secondary education, 
higher education, and fire protection, no actor was 
more vividly responsible in the long run for principal 
portions of policy initiation than the Congressional 
activist. Even in the case of libraries, where Congres- 
sional entrepreneurs played a somewhat secondary 
role to an organized interest, activist promoters on 
Capitol Hill were exceedingly important. Only in 
the case of categorical cash public assistance have 
there been no discernible Congressional entrepre- 
neurs, although Congress as a whole has been the 
“‘bedrock”’ of welfare policymaking. 

The issue activist role in Congress may manifest 
itself in a number of ways, running the gamut from 
a simple persistent one person struggle for pet pro- 
gram acceptance to a more complex multi-entrepre- 
neurial policy battle. The first case, the persistent 
one person struggle, is exemplified by the ten-year 
endeavor of Congresswoman Leonor K. Sullivan to 
achieve a food stamp program, a legislative dream 
finally realized with a certain amount of Presidential 
backing, a classic and well executed bit of logrolling, 


Internal Policy Actors 
Congress x x 
President x 
Interest Groups x 
Bureaucracy 
Courts x 

External Policy Actors 
Public Opinion x! 

Elections 
Political Parties 
Press x? 

Environmental Influences 

Demographic & Social Trends x x 

Dislocations (War, Depression) 


‘Food stamps only. 


Ee Source: Acvisory Commission on Intergovernmental Relations. 


Table | 
MAJOR ACTORS AND FORCES IN POLICY DEVELOPMENT AND GROWTH 


Functional Fields—ACIR Case Studies 


x x x x x 
x 
x x x? 
x x x 
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2Interest groups were crucial in the creation of the U.S. Fire Administration only. 
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and a heavy dose of clever parliamentary maneuver- 
ing (a term generally known by program opponents 
in its synonymous form, deception). The second, and 
more extreme case, the multi-entrepreneurial policy 
battle, is illustrated by post-1969 environmental 
policy. In this instance, antipollution policy, long the 
purview of Edmund S. Muskie in the Senate, became 
an enormous programmatic asset—a political plum 
well worth fighting for—primarily due to enormous 
press and public interest. At that point, a kind of 
‘policy one-upmanship,”’ including several additional 
members of Congress and an active White House pro- 
motional role, replaced the simple entrepreneurial 
model. The resulting legislation was both nonincre- 
mental and voluminous. 

Even in the single case where virtually no strong 
Congressional entrepreneur emerged, categorical 
cash public assistance—Aid to Families with De- 
pendent Children (AFDC) and the components of 
Supplemental Security Income (SSI)—Congress as a 
whole played the preeminent role in guiding policy 
growth and maturation. Thus, following the 1935 in- 
troduction of the Social Security Act by the Roose- 
velt Administration, welfare became a Congressional 
policy, albeit one riddled with ambiguity. While 
Congressional interest in welfare is seldom indi- 
vidually or collectively keen, it has been highly 
resistant to Presidential pleas for decreased spend- 
ing and proposals for welfare reform. Moreover, 
Congress has only occasionally been reluctant to 
increase federal matching or adjust benefits as a 
means of providing fiscal relief to the states. 

Based upon the case studies, it is no exaggeration 
to assert that the Congressional role in the creation 
of policy and the programmatic growth of govern- 
ment has been paramount. Yet, as aesthetically and 
intellectually compelling as the simple one variable 
answer is, it fails to offer more than a partial 
explanation. Congress may be chief among those who 
make government grow, but it has been well (often 
profoundly) supplemented by other policy actors. 


Government Growth and the Significant Others 


To a certain extent, all of the actors examined in 
the case studies contributed to the present size and 
scope of the federal government. Some, however, 
merit more attention than others either because they 
were more or less significant than the existing policy 
literature would suggest or because they have 
affected the growth of government in a different 
manner than suspected. This is the case with the 
most visible and central of all actors in the political 
arena, the occupants of the Oval Office. 

If the case studies revealed a surprising amount of 
Congressional activism, they also showed a surprising 
lack of sustained Presidential importance in the 
policy process. In fact, so variable has Presidential 
significance been that of all the actors and influences 
examined, the President’s role has been the most dif- 
ficult to demonstrate or define. 

Part of this confusion stems from the President’s 


automatic role in the policy process (after all, some- 
body’s got to sign all those bills) and from his im- 
mense public visibility. A Congressional entrepre- 
neur may toil for years in order to achieve program- 
matic success with little or no attention from the 
press, while a single Presidential policy statement 
will quite often be embossed in front page headlines. 
The President’s ‘‘star’’ status, then, may lead to a 
distortion of his role, attributing to him more inter- 
est in, or knowledge of, a particular issue than he 
actually possesses. 

Needless to say, all of this is not meant to imply 
that the President contributes little or nothing to 
the policy process or government growth. Quite the 
opposite is true. However, the Presidential policy 
contribution tends to be unsustained and in a sense, 
idiosyncratic. Hence, over certain issues and re- 
sulting programs, the President may play an 
initially strong entrepreneurial role. Franklin Roose- 
velt’s part in the origin and passage of the Social 
Security Act and Lyndon Johnson’s role in the Eco- 
nomic Opportunity Act and the Elementary and 
Secondary Education Act were clear examples of a 
crucial executive role in policy determination. 

In other issue areas, even passing White House 
interest may imbue a potential program— initiated 
in Congress or elsewhere—with enough added impor- 
tance or salience to aid in its passage. This sort of 
fortuitous Presidential boost occurred with Ken- 
nedy’s support of food stamps and area development 
legislation and Johnson’s advocacy of libraries and 
fire protection. 

Finally, a lack of Presidential support or unsus- 
tained support may affect program development and 
growth. In the case of a successful veto, the most 
drastic form of Presidential nonsupport, the tempo- 
rary effect on policy development could hardly be 
more evident. Nevertheless, Presidential ‘“‘negativ- 
ism’’ may also take shape in unsuccessful vetoes, 
active lobbying efforts, pre- or post-passage state- 
ments of disapproval, or mere indifference. In such 
cases, effect is difficult, if not impossible, to de- 
termine. For example, beginning as early as the 
Roosevelt Administration, Presidents have taken 
every opportunity and employed every mode and 
format to condemn the costly growth of public 
assistance. Yet, over time, public assistance has 
grown by leaps and bounds. 

Lack of sustained policy interest on the part of 
the Chief Executive is also best illustrated in the 
area of public assistance. Strong promotion of wel- 
fare reform by both Presidents Nixon and Carter— 
reform which would potentially increase the federal 
welfare role—waned in the face of Congressional 
recalcitrance and forthcoming elections. Whether 
or not this ebbing of Presidential enthusiasm is 
causally linked to the failure of fundamental welfare 
reform is impossible to resolve. It is, however, safe to 
assume that the two factors are connected, indirectly 
if not decisively. 

A slightly less variable, though no less unexpected, 
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role generally has been played by interest groups. 
Hence, the significance of such groups lies not in 
their greatly exaggerated abilities to create or suc- 
cessfully advocate brand new policies but rather in 
the ability of policies to generate new interest groups. 
And, once established, a group will inevitably work 
to sustain the policy which gave it life. If policy is 
primarily “‘created’’ by Congress, to interest groups— 
the “‘offspring’’ of policy—accrues the ‘‘care and 
feeding.”’ 

Over time—indeed, since 1862!—higher education 
provides the most cogent example of this sort of 
resultant interest. The Morrill Act establishing the 
land-grant colleges also spawned a substantial and 
theretofore nonexistent vested interest, concerned 
with perpetuating the land-grant system. Similarly, 
the so-called higher education lobby blossomed in 
the late 1960s and early 1970s primarily as a response 
to—and sometimes a defense against—Congressional 
policy initiatives. 

Though less sequentially clear than higher educa- 
tion, environmental policy also created a number of 
resultant interests. For instance, the National 
Environmental Policy Act of 1969 (NEPA) was 
almost completely unattended (even unusually so) 
by any concerted lobbying. Yet, NEPA helped to 
engender an intense environmental concern which 
spawned a number of new-style environmental 
interest groups. These groups, in turn, were responsi- 
ble for much of the litigation subsequently brought 
under NEPA. 

Thus, while exceptions do exist, such as the in- 
stigation of a federal library role by the American 
Library Association, a common scenario observes 
the formation of a policy niche into which resultant, 
usually beneficiary, groups are pulled. And, once 
groups are created, they will, quite rationally, act 
to perpetuate and enlarge programs which give them 
a clear advantage. In a society which can create a 
‘‘need”’ for Halston blue jeans, any legitimate 
advantage quickly becomes a necessity, and necessi- 
ties are seldom relinquished without a struggle. 


The Democratic Dilemma: Is Government 
Really For and By the People? 


A common and certainly enduring complaint 
asserts that popularly elected officials, particularly 
Representatives and Senators, are not responsive to 
the people they claim to represent. In fact, however, 
an entirely opposite argument could be made: an 
argument which holds that far from being under- 
responsive, Congress responds often, to everyone, 


A slightly less variable, 
though no less unexpected, role gen- 
erally has been played by interest 


and with a vigor heretofore known only to exist 
among the offensive linemen of the Pittsburgh 
Steelers. The very quantity and topical scope of legis- 
lation which has emanated from the halls of Con- 
gress, at least since the mid-1960s, suggests that 
hyper-responsiveness is the Congressional rule, hypo- 
responsiveness the exception. The problem then 

shifts from responsiveness per se to the object or 
objects of that responsiveness. In other words, have 
people’’ gotten what they wanted? 

Very loosely construed, four variables or political 
entities may be alleged to measure or organize 
popular desires. These entities, the external policy 
actors, include elections, political parties, the press, 
and public opinion—the traditional and modern 
expressions of majority will. 

Of the four, it was most difficult to determine the 
effects of elections, perhaps because the case studies 
themselves were not designed to do so. Nonetheless, 
of the seven policy areas examined, little in the way 
of a direct link could be found between voter prefer- 
ence and the enactment of any given program. Elec- 
tions, therefore, appeared to be important only in as 
much as they were perceived as broad action man- 
dates or as they brought into office people with a 
proclivity to act, especially on issues of low public 
visibility and interest such as fire protection and 
libraries. Notable examples are the 1932, 1934, 1936, 
1958, and 1964 elections. 

Nearly as difficult to link to program creation 
and development as elections were the political 
parties. Only in the functional area of unemploy- 
ment did the Democratic Party qua party affect 
long-term policy development. Party linkage in the 
other cases occurred primarily through Congressional 
entrepreneurs, most (but not all) of whom were 
Democrats and through the two most activist ad- 
ministrations, Roosevelt’s and Johnson’s. However, 
even where a Democrat acted as initiator, subsequent 
policy development often elicited bipartisan support. 

In two cases, the environment and the food 
stamps component of public assistance, the press and 
public opinion, acting somewhat in conjunction, had 
a profound effect on consequent policy development. 
Hence, if NEPA and the entrepreneurs responsible 
for it, acted as something of a ‘“‘seed”’ for the new 
environmentalism, it was detailed press coverage of 
environmental disasters and concerns, a mass 
demonstration known as Earth Day, and the almost 
unprecedented rise of the environment as the major 
popular anxiety recorded in public opinion polls 
which forced the environment to the top of the legis- 
lative agenda for several years in the early 1970s. 
Similarly, though less dramatic, television and 
printed press coverage of hunger in America in the 
late 1960s elicited an outpouring of public sentiment 
which proved to be at least partially responsible for 
the enlargement of the food stamp program. 

To this sort of vocal public opinion may be added 
the rather amorphous popular support for federal 
involvement in general policy areas found in public 
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opinion polls. Thus, polled opinion has been sup- 
portive of, though not always decisive in, sustaining 
or increasing the federal role in education, unem- 
ployment, the environment, and, until quite 
recently, public assistance. In the two other cases 
examined, libraries and fire protection, the question 
of federal involvement either has never been posed 
(as in fire protection) or was posed only once and in 
such a way as to make interpretation difficult (as in 
libraries). 

Has the ‘“‘popular will,’’ then, contributed to the 
growth of government? The answer, despite the 
rather ambiguous picture just painted, is yes. In 
both 1932 and 1964, the President and Congress per- 
ceived a particular type of mandate and acted 
accordingly. Whether or not the perception was 
valid, policymakers thought they were responding. 
Moreover, in spite of the waning influence of politi- 
cal parties, the Democratic Party, often incor- 
rectly, has long, and with much publicity, been 
labeled the spending party and people continue to 
elect Democrats. 

Yet an even stronger link can be made between 
government growth and the less traditional modes of 
determining that most ethereal of policy determi- 
nants, the ‘‘will of the majority.’’ General dissatis- 
faction with government more often than not fails 
to evince itself in majority dissatisfaction with indi- 
vidual government program endeavors. In a more 
extreme and visible instance, the broad and vocal 
middle class concern over environmental deteriora- 
tion, Congress responded forcefully and immensely. 
On still another ievel, exemplified by rural fire 
protection and the initiation of the food stamp pro- 
gram, specific members of Congress responded to 
constituent needs—precisely the function that 
Congress is supposed to perform. The problem may 
well be one of perception or, more likely, one of 
accountability. It is certainly, however, not one of 
responsiveness. 


What Makes Government Grow: 
The Policy Environment 


Without Wonderland, Alice would have been a 
decidedly dull child. And, without a “‘policy en- 
vironment” many of the more potent spurts in 
government growth would not have occurred. As a 
singularly unusual rabbit hole and a rather excep- 
tional tea party added to the adventures of a bored 
little girl, so certain environmental elements have 
been critical in determining the shape and scope of 
modern government. 

Obviously, the day-to-day policy environment— 
particularly the environment in which established 
policies are sustained or enlarged—tends toward the 
mundane. The Congressional Record contains few 
of the elements of Wonderland. Yet, some of the more 
dramatic components of the environment have con- 
tributed significantly to the growth of government. 
As identified in the case studies, these include 
demographic and social trends and dislocations. 


The term dislocations may encompass any num- 
ber of critical events, the most notable of which 
have been the Great Depression and World War II. 
Each—but particularly the Depression—had general 
ramifications for the growth of government in that 
they legitimized a greater national presence in 
previously state and local and private sector activi- 
ties. In addition, however, each had functionally 
specific consequences. Both the federal role in public 
assistance and unemployment stand as obvious and 
imposing examples of Depression-instigated first 
generation federal policy roles, while the perceived 
need to educate veterans returning from World War 
II helped to increase the federal role in higher 
education. 

Other less profound dislocations—perhaps more 
aptly termed surprises—have also contributed to an 
increased national presence. For example, an ad- 
vanced Soviet space technology, made visibly ap- 
parent in the form of Sputnik, prompted a much 
larger federal role in education as a means of closing 
the Cold War knowledge gap. And, the 1968 riots, 
engulfing portions of major cities in the flames 
of frustration, helped to foster legislation in fire 
protection. 

Finally, the discovery of what might be termed 
segmental dislocations within periods of general 
normalcy have motivated increased national involve- 
ment. One such discovery is exemplified by the 
1960s War on Poverty. Thus, Michael Harrington’s 
The Other America and John Kenneth Galbraith’s 
The Affluent Society detailed the existence of previ- 
ously ignored poverty in a nation which, on the 
whole, was more prosperous than ever. The books 
apparently had an enormous impact on President 
Kennedy whose subsequent determination to 
inaugurate a poverty program amidst the unprece- 
dented plenty of the middle class was success- 
fully launched by his successor. 

In a sense, it can be said that social, economic, 
technologic, and demographic trends affect nearly 
every policy area. From a broad historical perspec- 
tive, the Leviathan state is both a response to, and a 
part of, the dilemmas of an advanced, industrialized, 
private-enterprise economy. On the other hand, a 
shorter-run or more telescopic appraisal sometimes 
finds little evidence of a one-to-one correspondence 
between such trends and governmental change. En- 
vironmental protection moved to the top of the 


Certain environmental ele- 
ments have been critical in determin- 
ing the shape and scope of modern 


government. 


ky 
igh 

a 

A ; 
.& 3 
: 

| | 

| 

4 


political agenda around 1970, not because pollution 
was so much worse—the real ‘‘killer smogs”’ 
occurred in the 1940s and 1950s—but because of the 
popularization of scientific evidence illustrating the 
adverse effects of pollution and because there was a 
growing perception that government could and 
should do something about the problem. 

In a few cases, demographic and social trends have 
lead to substantial programmatic growth. This most 
evidently has been the case with public assistance 
whose open-ended appropriation makes it some- 
what more sensitive than other programs to social 
and demographic shifts. Hence, ironically, the 1935 
public assistance program was designed primarily 
to aid the aged poor whose productive years had not 
been covered by old age insurance. In time, it was 
felt, social insurance would cover almost everyone 
and aid to the bulk of the poor, the aged as well 
as the Depression unemployed, would all but 
‘‘wither away.”’ Aid to Dependent Children (now 
Aid to Families with Dependent Children or AFDC 
—one of the largest federa! aid programs) was de- 
signed to benefit a relatively few destitute widows 
and was given only the most cursory attention by 
President Roosevelt and the 74th Congress. 

But poverty changed. Unanticipated, and for a 
long time unnoticed, poverty became urban and 
compacted, young and familial, and itself produc- 
tive of successive generations of poverty, often be- 
cause of the terms of AFDC. Furthermore, the arbi- 
trary poverty that was typical of the Depression 
gave way to (or was finally recognized as) more 
selective poverty. That is, it disproportionately 
attacked members of those segments of the popula- 
tion—Blacks, Hispanics, and women—who were the 
least likely to find and retain socially insured jobs 
because of pervasive discrimination, a lack of edu- 
cation and training, and/or the provisions of AFDC 
which made it unwise or even illegal to pursue gain- 
ful supplementary employment. In addition, the 
social advances prompted by the civil rights move- 
ment fostered a sense of awareness among minorities 
which made them less reticent to demand assistance 
often, though subtly, withheld from them in the past 
because of race. 

Demography has also played a major, though less 
dramatic, role in education policy. The classroom 
crunch of the 1950s occasioned by a veritable 
army of baby boom tots arriving en masse at un- 
prepared school house doors brought discussion of 
federal aid to education to the fore of the legislative 
agenda. Such aid was significantly, though be- 
latedly, realized in the Elementary and Secondary 
Education Act of 1965, part of whose rationale 
rested upon another demographic variable, the 
need for assistance to local areas with high concen- 
trations of disadvantaged students. Moreover, anti- 
discrimination regulations reflecting the growing 
importance of women and minorities have greatly 
increased the federal role both in elementary and 
secondary education and in higher education. 


Conclusion 

In policy development, there are no prototypes, 
only parallels. The parallels may be striking, even 
powerful, but the drawing of composite pictures 
based on the sum of similarities tends to imbue 
policymaking with a simplicity that it does not 
possess. The case studies indicate that Congres- 
sional entrepreneurs are preeminent, but they are 
usually helped and occasionally superseded by other 
actors, most notably the President in the enactment 
phase and interest groups in the phase marked by 
program maturation and enhancement. Moreover, 
the visible involvement of even these actors does 
not preclude the involvement of others not mentioned 
in these pages: the bureaucracy and the judiciary, 
while seldom decisive programmatic factors, have not 
been mere passive observers. And, the popular will, 
while often characterized by its opacity, has been 
“‘responded”’ to, if only in the abstract. Finally, 
the immediate environment in which policies are 
created and grow encompasses the adversity of the 
1930s as surely as it does the prosperity of the 1960s. 
Hence, in the policy arena there is no one determi- 
native factor. Instead, there are only the constant 
responses of “‘political actors’’—to each other and to 
the forces that define their environment. 

The growth of the federal Leviathan or Clerval 
can be neither credited to nor blamed on any one 
force or actor. Nor, perhaps, is growth the variable 
upon which so much animosity should be focused. 
Largeness alone does not a monstrosity make. No 
horror was attached to Frankenstein’s Clerval be- 
cause he grew (he was, after all, born an adult, if of 
questionable breeding and dubious maturity) but 
rather, because only his essence was planned, while 
his effect was uncharted. And neither was the 
creature a monster in his initial simplicity; only the 
complexity of his environment and the multiplicity 
of his contacts turned the worthy experiment into 
the incomprehensible failure. 

So, in practice, the bigness of government, in and 
of itself, may be less a problem than the almost 
unintelligible complexity which results from the 
“‘super-marbleization”’ of that bigness. The extreme 
intergovernmentalization of nearly every public 
endeavor—and not necessarily the size of the en- 
deavor—may, in fact, be the policy component which 
works to transform an over-responsive system into 
an under-accountable morass; which, in the end, 
may turn the creation, care, and feeding of worthy 
experiments into the futile maintenance of incom- 
prehensible failures. 


Cynthia Colella is an analyst in ACIR’s Struc- 
tures and Functions section. She has worked on 
ACIR’s federal role study for two years. 
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The Accidental 


Leviathan: 

Was the Growth 
of Government 
A Mistake? 


By David R. Beam 


Twenty years ago, just as now, many so- 
cial commentators were concerned with 
explaining the size of the public sector. 
The problem—to quote the title of one 
influential article—was “why the gov- 
ernment budget is too small in a de- 
mocracy.”! Discussions of the same basic 
question have reappeared prominently 
in recent journals, books, and periodi- 
cals. But there is a difference: now the 
problem, it seems almost universally 
agreed, is explaining why the govern- 
ment has grown too large. 


Conclusions vary widely: nothing approaching a 
consensus has emerged in the social science litera- 
ture. Yet, although the specifics do differ, much of 
this analysis does employ an essentially determinis- 
tic perspective. Government has grown, we are told, 
because it had to. For example, a number of writers 
believe that an expanded public sector and a stronger 
national government are essential concommitants of 
the developmental processes of urbanization and in- 
dustrialization. The preeminent expression of this 
philosophical certitude was provided by Adolph 
Wagener, the 19th century German economist who 
postulated the ‘‘Law’’ bearing his name. Govern- 
mental expenditures, Wagner believed, always tend 
to increase more rapidly than the general level of 
economic activity. Many economists and political 
scientists still regard an expanding public sector (in 
both fiscal and regulatory terms) as an inexorable 
unfolding of a natural historical process. 

Other analysts find the inexorable driving force 
in the political, rather than the economic, arena. 
Many of these interpretations verge on the conspira- 
torial, attributing governmental growth to the 
‘‘maximizing”’ behavior of bureaucrats, to the self- 
seeking of special interest lobbies, or to the interac- 
tion of politicians, political parties and the elec- 
torate. One recent commentary echoes Cassius’ 
complaint, ‘“The fault, dear Brutus, is not in our 
stars, but in ourselves. .. .’’ According to Meltzer 
and Richard, the public itself is responsible: ‘‘gov- 
ernment grows in every society where the majority 
remains free to express its will.’’? 

The work of ACIR indicates that none of these per- 
spectives can be dismissed entirely. The causes of 
governmental growth are multitudinous and various, 
and nearly every word written on the subject con- 
tains at least some truth. However, many of the 
ACIR case studies point up the importance of a 
factor that is often neglected: that of accident. 
Simply put, many of the larger and more contro- 
versial federal programs were adopted initially 
without much consideration of their long-run 
significance. In numerous instances, program costs 
have soared beyond the expectations of the public 
officials who voted for them. For this reason, the 
construction of the contemporary Leviathan state 
must be judged in part to be simply a mistake. It 
is a consequence of misunderstanding as well as 
intention, of chance as much as necessity. 

The relevant ‘“‘costs’’ to be considered are of two 
types. Some are fiscal or budgetary. Others, cer- 
tainly no less important, are the administrative and 
financial costs which regulatory standards impose on 
state and local governments, private sector insti- 
tutions, and individuals. Each of these will be 
examined separately. 


‘Anthony Downs, “Why the Government Budget is Too Small in a 
Democracy,” World Politics, July 7, 1960, pp. 541-63. 

2Allan H. Meltzer and Scott F. Richard, “Why Government Grows 
(and Grows) in a Democracy,” The Public Interest 52, Summer 1978, 
p. 110. 
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Fiscal Overruns 


Cost overruns are legendary on defense projects. 
Indeed, it seems to be nearly universal that major 
weapons systems and other exotic military hardware 
end up costing far more than their Pentagon plan- 
ners anticipated at the outset.* While much less 
widely noted, the same can be said of many activities 
on the domestic side of government. The interstate 
highway system, to cite one case, was originally 
estimated to cost $28 billion but has in fact carried 
with it a $110 billion price tag over its 22-year period 
of construction.‘ 


Welfare 


Public assistance programs are a prominent source 
of several other examples. The backbone of the fed- 
eral welfare system is Aid to Families With De- 
pendent Children (AFDC), adopted in 1935 as Title 
IV-A of the omnibus Social Security Act (SSA). 
What is surprising is that this monumental program 
was adopted initially without the slightest aware- 
ness of its long-term importance. Political attention 
in 1935 was focused largely on the old-age assistance 
provisions of the SSA. AFDC was the “‘who cares”’ 
title. As a leading participant observed, 

There was little interest in Congress in the 
aid to dependent children. It is my belief 
that nothing would have been done on this 
subject if it had not been included in the 
report of the Committee on Economic 
Security.° 

Welfare expert Gilbert Y. Steiner has pointed out 
that public assistance was expected to ‘“‘wither 
away’ with improvements in the economy and the 
gradual expansion of social insurance. Acting at 
a time when the aged poor and Depression unem- 
ployed were the most visible victims of poverty— 
and widows, rather than the unmarried or divorced, 
were the mothers of most dependent children— 
legislators failed to foresee demographic and social 
changes which would create an entirely new 
strata of destitution. They worked for the moment, 
not for the next generation. 

As every citizen and taxpayer knows, these 
assumptions have proven to be quite erroneous. Wel- 
fare outlays grew slowly but steadily after the 
Second World War and then experienced a real ‘‘cost 
explosion”’ in the 1960s. Now, AFDC payments— 
at a federal cost of $6.7 billion—are providing for 
the support of one of every eight children under age 
18 in the nation. Because AFDC grants have al- 
ways been offered on an open-ended matching basis, 
state decisions, rather than those of the Congress, 
determine the amount of federal welfare outlays. 


3J. Ronald Fox, Arming America: How the U.S. Buys Weapons, 
Boston, MA, Harvard University Graduate School of Business Admin- 
istration, 1974. 

‘Douglas B. Feaver, “The Long and Costly Road,” The Wash- 
ington Post, October 29, 1978, p. Al 

5Edwin E. Witte, The Development of the Social Security Act, 
Madison, WI, University of Wisconsin Press, 1962, p. 164. 


Little could be done to stem the welfare tide without 
fundamental changes in the character of the basic 
legislation. These have never been made. 

Amendments to the AFDC legislation in the 1960s, 
though aimed at reducing welfare costs, in two 
instances opened new “loopholes” which had pre- 
cisely the opposite effect. In 1962, the President 
and Congress created a comprehensive program of 
social services, on the theory that these might help 
welfare mothers move into productive employment 
and become economically self-sufficient. Yet this 
hope proved erroneous. Instead, social services 
spending—also on an “‘open-ended”’ basis—rose from 
$354 million to a projected $4.7 billion between 
1969 and 1973, with no commensurate decline in the 
welfare population. Indeed, research studies indicate 
that the growing federal outlays did not even in- 
crease the volume of social services markedly, let 
alone accomplish their more basic policy objective. 
State and local budgeteers simply substituted federal 
dollars for their own tax funds, transferring pro- 
gram costs without improving services. The program 
became, in the words of former Congressman Wilbur 
Mills, a form of ‘“‘back door revenue sharing’’—‘“‘the 
worst loophole that has even been written into the 
law on the financing of government.’’® 

The 1967 AFDC amendments, aimed at encourag- 
ing work by welfare mothers, also opened a loophole 
which permitted payments to some mothers earn- 
ing $8,000 to $12,000 a year, or even more. Com- 
mittee reports accompanying the work incentive bill 
provided erroneous information, with the result that 
Congress misunderstood the law it was passing. 
The net effect was that welfare recipients were 
able to deduct a very broad range of ‘“‘work-related”’ 
expenses, including grooming, transportation, and 
extra food. There was considerable potential for 
abuse in these provisions, and the new law actually 
discriminated against nonwelfare working mothers 
and fathers. Furthermore, during the year in which 
the new rules took effect, the AFDC rolls ex- 
panded by 25%—faster than ever before. In seeking to 
reduce dependency, Congress had actually increased 
it.? 
Health 


Federal health outlays, now amounting to some 
$50 billion annually, have also grown much more 
rapidly than expected and have even contributed 
to the general economic inflation of recent times. 
The restraint of health costs and federal health out- 
lays is now a major objective of national policy, 
spawning a substantial array of regulatory and 
reform measures—indeed, a whole ‘‘alphabet soup” 
of new organizations, plans, and procedures. 

The key event in modern health policy was the 


6Quoted in Martha Derthick, Uncontrollable Spending for Social 
Services Grants, Washington, DC, The Brookings Institution, 1975, 
pp. 3-4. 

7V. J. Burke and V. Burke, Nixon’s Good Deed: Welfare Reform, 
New York, NY, Columbia University Press, 1974, pp. 26-30. 
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passage in 1965 of Medicare and Medicaid as amend- 
ments to the Social Security Act. Medicare—the 
first national health insurance program, though one 
limited to the elderly—was debated hotly for decades: 
it cannot be said that it received insufficient politi- 
cal attention. Yet, despite this, a case can be made 
that many important features of the program were 
ill-considered. According to one analyst, Medicare 
was ‘‘a model of unintended consequences”’ which 
‘incorporated features which no one had fully fore- 
seen’”’ and left many important issues unaddressed.® 
The result was that, almost immediately, administra- 
tive and fiscal problems emerged that had not been 
much discussed at the time of passage. 

As with AFDC, seemingly minor program amend- 
ments have sometimes proven to be unexpectedly 
aud astonishingly expensive. For example, the cost 
of the decision to add renal dialysis treatment to 
Medicare coverage—which was made without com- 
mittee hearings or a staff review—turned out to be 
substantial: $300 million in 1976!° 

The Medicaid program, a system of health bene- 
fits for the poor, is a different case entirely. Medi- 
caid was adopted almost as an afterthought in the 
struggle for Medicare. While attention was on other 
issues, it “emerged rather suddenly and was ac- 
cepted uncritically and perhaps unwittingly... as 
a mere consolidation of medical vendor payments.’’!! 
Projected costs were quite modest—just $240 million 
in its first year of operation. These were the actual 
costs in 1966, but only six states were then partici- 
pating. With estimated outlays of $12.4 billion in FY 
1980, Medicaid is now by far the largest of all fed- 
eral grant-in-aid programs; indeed, it is nearly 
twice as expensive as the nearest contenders. It 
also is far more costly than either its opponents or 
supporters supposed in 1965. 


Other Cases 


Two other cases provide further illustrations of an 
inability of federal officials to foresee the full costs 
of new programs, or the impact of seemingly minor 
legislative amendments. 

Sponsors of the disability insurance passed by 
Congress in 1956 predicted that the future costs 
would be modest: about $860 million in benefits to 
1 million workers in 1980.!2 In fact, these levels 
were surpassed in the mid-1960s, while in the 1970s 
the program mushroomed. Costs quadrupled between 
1970 and 1978 to about $13 billion, and as many as 
5.4 million beneficiaries were projected for 1980. 
Disability insurance, HEW Secretary Joseph Cali- 
fano declared in 1978, had 

®Theodore J. Marmor, The Politics of Medicare, Chicago, IL, 
Aldine Publishing Company, 1973, p. 78. 

p. 85. 

‘Eli Ginzberg, The Limits of Health Reform: The Search for 
Realism, New York, NY, Basic Books, Inc., 1977, pp. 125-26. 

"Sar A. Levitan and Robert Taggart, The Promise of Greatness, 
Cambridge, MA, Harvard University Press, 1976, p. 89. 

"Spencer Rich, “Social Security Disability Rolls: Startling Rise 
in Two Decades,” The Washington Post, December 27, 1977, p. A2. 


drifted into crisis. Plagued by unexpected 
and unexplained costs, pockmarked by con- 
troversy, the Social Security Disability 
Insurance program is in urgent need of 
fundamental reassessment and substantial 
overhaul. 

More startling still was the 70-fold increase in the 
Small Business Administration’s disaster loan pro- 
gram in a single year, 1977. Budgeted at just $20 
million, federal outlays grew to some $1.4 billion 
in a period of a few months. This result was neither 
desired nor expected. It was, instead, a conse- 
quence of seemingly minor legislative amendments 
making farmers (in addition to small businessmen) 
eligible for disaster loans, and cutting the interest 
rate in half (to 3%). Neither the floor debate in 
Congress nor a Congressional Budget Office study 
indicated that these moves were potentially very ex- 
pensive ones. But, following a severe drought, a 
great many farmers applied for the newly avail- 
able low-cost loans. By December 2, 1979, over 
15,000 applications had been received, nearly 8,000 
of them from a single state.'* Under the law, SBA 
was required to grant loans to all those eligible. 

Carelessness? Probably “‘yes.’’ Profligacy or greed? 
Almost certainly ‘‘no.’”’ A lack of‘foresight, of infor- 
mation, and especially of careful, thorough, thought- 
ful deliberation, lay behind these cases of explosive 
rises in federal expenditures. A rather substantial 
new category could be added to the U.S. budget: 
dollars spent by mistake. 


The Regulatory Morass 


A dozen years ago, governmental regulation could 
easily be called the ‘‘forgotten side’ of government. 
Public attention was generally on the issues of 
expenditure and taxation, and the grant-in-aid had 
clearly come into its own as the paramount instru- 
ment of federal domestic policy. Regulation was a 
comparatively uninteresting side-show, and most 
federal regulation was of the traditional ‘“‘entry-and- 
rate’ variety operated by independent regulatory 
commissions. 

This no longer is the case. In the late 1960s and the 
1970s, there was an explosion of regulatory legislation 
paralleling the grants explosion begun in the middle 
of the decade. Most of these statutes, generally 
described as the ‘‘new social regulation,’ have been 
concerned with the issues of civil rights, consumer 
protection, health and safety, and the quality of the 
environment. With the addition of ‘‘across-the- 
board’’ regulatory standards," and frequently, 


3Remarks of Secretary Joseph A. Califano, Jr., Department of 
Health, Education, and Welfare, before the Economic Club of Chi- 
cago, Chicago, IL, April 20, 1978, p. 8 

14Joel Havemann, “Congress Opens Floodgates in the SBA’s Dis- 
aster Loan Program,” National Journal, December 31, 1977, pp. 2001- 
2003. 

1SAdvisory Commission on Intergovernmental Relations, Categori- 
cal Grants: Their Role and Design, A-52, Washington, DC, U.S. Gov- E 
ernment Printing Office, 1978, Chap. VII. 4 
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tougher program regulations, many grants-in-aid 
have become far more intrusive into state and local 
decisionmaking than in the past. One consequence is 
that intergovernmental relations are shifting from a 
‘cooperative’ to an antagonistic partnership. 

Though these regulatory programs—like the major 
spending programs—address important national 
problems, many were given extremely cursory 
consideration at the time of their initial enactment. 
Like the fiscal cases, they illustrate the emergence of 
an “accidental Leviathan.” 


Citizen Participation 


The requirement for ‘‘“maximum feasible participa- 
tion’’ in community action programs is a famous 
case study, described in the book Maximum Feasible 
Misunderstanding by now-Senator Daniel P. 
Moynihan, a Labor Department official during the 
Kennedy and Johnson years.'* This statutory 
phrase, which had the effect of permitting the poor 
themselves to design and operate community action 
programs in many cities—encouraging overt and even 
radical political activity in some—was not written 
with this end in view. None of the principal 
participants had anticipated the turmoil which 
resulted. Moynihan comments: 

Neither the White House, nor the Executive 
Office of the President, had expected any- 
thing like the situation then developing. 
Neither had the Shriver task force that con- 
ceived the (poverty program).... As 
Yarmolinsky later stated, there was no 
intention of getting the poor “‘to think of 
themselves as a political force.”’ It did not, 
he continued, ‘“‘occur to us, and it didn’t 
occur to any of the highly professional 
politicians we consulted.’’!” 

Moynihan adds that the Congressional debates 
also were devoid of discussion about the meaning of 
the participation clause: 

The Administration was not calling attention 
to the point, and no one else noticed it. This 
was not a matter of Congressional quiescence. 
The issue of whether parochial schools would 
receive federal aid under the proposed act 
became a matter of intense discussicn. It was 
simply that no one in authority at either end 
of Pennsylvania Avenue regarded the par- 
ticipation clause as noteworthy. 


Environment 


Much like the instance of community action, a 
poorly understood regulatory requirement contained 
in the National Environmental Policy Act (NEPA) 
had far-reaching effects on the ultimate evolution of 
a whole field of domestic policymaking. The passage 


16Daniel P. Moynihan, Maximum Feasible Misunderstanding: Com- 
munity Action in the War on Poverty, New York, NY, The Free Press, 
1970. 

'7|bid., pp. 146-47. 

'8/bid., p. 91. 


in 1969 of NEPA—which created the “environmental 
impact statement” and established the Council on 
Environmental Quality—was of major significance. 
Yet NEPA was unattended in its formative period 

by much public attention or even a great deal of 
special interest lobbying. The concerned parties were 
mostly members of Congress, and they were concerned 
as much about jurisdictional disputes as fundamental 
policy issues. Few were well informed about the 
policy implications of the law they were adopting 
and, according to a Congressional staff aide, “If 
Congress had appreciated what the law would do, it 
would not have passed.’’!% 

The adoption of other federal environmental 
policies provides an example of what political scientist 
Charles O. Jones terms “speculative augmentation, 
... the escalation of proposals leading to the enact- 
ment of law admittedly beyond the immediate 
capabilities to apply.”’”° In enacting the Clean Air 
Act Amendments of 1970, the Congress imposed auto 
emission standards well beyond the capability of the 
auto industry to produce. It legislated a nonexistent 
technology. Economic and administrative limits on 
the effectiveness of new federal policies were ignored 
in a game of “‘political oneupmanship”’ among a 
number of policy entrepreneurs. 


Antidiscrimination 


This enthusiastic carelessness seems characteristic 
of the handling of the new social regulation. Although 
a commitment to equal opportunity has become an 
irreversible objective of national policy, the full 
implications of many important antidiscrimination 
statutes also were poorly understood at the time of 
their adoption. Over and over again, close observers 
have noted broad statutory language coupled to 
limited debate and limited comprehension. 

Restrictions on sex discrimination were added 
fortuitously to the antijob discrimination provisions 
in Title VII of the 1964 Civil Rights Act. During 
debate on the House floor, southern opponents of 
the legislation sponsored an amendment to prohibit 
sex discrimination simply as a strategic ploy. By 
loading the bill with ‘‘objectionable”’ features, these 
opponents intended to create political divisions 
among its supporters. Their amendment was, in fact, 
opposed by a number of liberal and women’s groups. 
Yet, it survived to be enacted into law because of a 
combination of “historical accident and coattail 
riding.’’?! Even after the bill was enacted, it was not 
taken seriously by the Equal Employment Opportu- 
nity Commission, which was responsible for enforcing 
it. The EEOC’s director had a broad mandate and 
limited resources, and its director regarded the sex 


19Richard A. Liroff, A National Policy for the Environment: NEPA 
and Its Aftermath, Bloomington, IN, Indiana University Press, 1976, 
p. 35. 

20Charles O. Jones, Clean Air: The Policies and Politics of Pollu- 
tion, Pittsburgh, PA, The University of Pittsburgh Press, 1975, p. 176. 

21Jo Freeman, The Politics of Women’s Liberation, New York, NY, 
Longman-McKay, 1975, p. 178. 
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discrimination provision as a “‘fluke,”’ ‘‘born out of 
wedlock.’’2? 

Several other instances might be cited. When 
Congress adopted Title [X of the Education Amend- 
ments of 1972—which prohibits sex discrimination 
by educational institutions receiving federal funds— 

it was voting for a general principle of 
equality; the specific implications of the law 
were understood by few members of Congress. 
... Congress made no attempt to provide a 
clear and complete definition of what consti- 
tuted sex discrimination in education.”* 

Similarly, Section 504 of the 1973 Rehabilitation 
Act declared that ‘‘no otherwise qualified handi- 
capped individual .. . shall . . . be excluded from 
participation in... any program or activity receiving 
federal financial assistance.’’ Again, however, just 
what constitutes unlawful discrimination was not 
specified precisely: 

What did Congress mean? No one can say 

because the lawmakers carelessly adopted 
‘Section 504”’ with zero hearings, zero 

debate. The provision’s author, Representative 
Charles Vanik, D-OH, now says: ‘‘We never had 
any concept that it would involve such tremendous 
costs.’’?4 

The Age Discrimination Act of 1975 was also 
adopted without hearings and with little record of 
Congressional intentions. The bill was slipped into 
the Older Americans Act Amendments of 1975 on 
the House floor and received much consideration 
only in conference committee. As a consequence, 
HEW officials wrestle largely alone with such 
issues as whether driver’s licenses can be given to 
18-year olds but denied to 17-year olds, or whether 
flu shots may be given first to the very young and 
elderly, because of their greater susceptibility to 
disease.” 

Higher Education 


Colleges and universities, like state and local 
governments, are affected by a variety of regulations 
attached to federal grants and contracts: anti- 
discrimination provisions, occupational health and 
safety, environmental protection standards, and so 
forth. Yet, higher education officials believe that 
many of these raise special but poorly considered 
issues when they are applied to academic rather than 
governmental or business institutions. (Objections 
are particularly vociferous from some of the smaller 
schools which receive little or no federal funds, but 
come under national surveillance because of the 
various student aid programs.) 

22/bid., p. 54. 

23See Andrew Fishel and Janice Potter, National Politics and Sex 


Discrimination in Education, Lexington, MA, Lexington Books, 1977, 
p. 132. 

24See Neal R. Peirce, “Offending the Wheelchair Lobby,” Public 
Administration Times, January 1, 1979, pp. 2, 12. 

28See Rochelle Stanfield, “Age Discrimination Regulations— 
They're Turning the Rule Makers Gray,” National Journal, December 
30, 1978, pp. 2066-70. 


One cause of widespread concern is the Family 
Educational Rights and Privacy Act of 1974 
(FERPA), more commonly known as the ‘“‘Buckley 
Amendment’’ after its sponsor, former Senator 
James L. Buckley of New York. FERPA requires all 
educational institutions which receive federal funds 
to provide full student and parental access to 
educational records and also limits the disclosure of 
such records to others. Critics believe that the law 
has had a chilling effect on student evaluations 
and references and that, because it applies to all 
university programs, whether federally aided or not, 
raises important philosophical and even Constitu- 
tional issues.”° 

None of these questions was given much considera- 
tion at the time of enactment. The Buckley Amend- 
ment was introduced onto the Senate floor during 
debate over the General Education Provisions Act 
of 1974. It was adopted there and was subsequently 
retained by the House-Senate Conference. It had 
been subject to no hearings and had no major input 
from educators during its drafting and, indeed, very 
few were aware of it. Intended primarily to address 
problems in elementary and secondary education, 
higher education was added ‘‘as an afterthought,” 
apparently on the assumption that the problems of 
elementary and college education are similar and 
that the same principles should apply equally to 
both. This assumption was clearly erroneous. As 
initially adopted, the bill had major defects and had 
to be revised almost immediately. Higher education 
groups remain very dissatisfied with both the costs 
imposed and the unusual federal intrusion into their 
administrative procedures. 

The politics of the new social regulation, like the 
expenditure cases cited, indicates the importance of 
accident and happenstance in the creation of 
Leviathan. Too often, the government simply did not 
recognize the full significance of what it was under- 
taking. Indeed, there seems to be something in the 
politics of regulatory enactment which mitigates 
against careful deliberation. Congress often seems to 
view regulatory proposals as one-sided moral issues 
or opportunities for ‘“‘position-taking,”’ rather than 
as major policy enactments with important opera- 
tional and economic implications. Now, because of 
high inflation and the morass of red tape that some 
of these programs have engendered, there is wide- 
spread concern that the federal government failed to 
consider adequately the costs as well as potential 
benefits of its newest regulatory policies. The real 
political process of deliberation and compromise 
among interests and objectives has just begun—and 
it may have begun too late. 


A Government As Good As Its People? 


As these cases show, many of the decisions that 
have led to governmental growth in America—and 
26See “The Federal Conditional Spending Power: A Search for 


Limits,” Northwestern University Law Review, May-June 1975, pp. 
293-330. 
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to the radical alteration of the traditional patterns 
of federalism—have been of a rather happenstance 
character. Deterministic theories are of little use in 
explaining such short-term social processes. ”’ 
Instead, close observers of public policymaking are 
coming to recognize that 

students must settle for incomplete ex- 

planatory schemes. Luck, chance, and 

randomness must be given their due. 

Causal networks are tenuous, ruptured 

by unanticipated results, interaction 

effects, mixed motives, and conflicting 

values. 

As government grows, this process is compounded 
by a kind of feedback mechanism: the opportunities 
for further errors become more numerous, more 
serious, and more costly. Given the scope of con- 
temporary government, it is little wonder that many 
state and local officials, businessmen, and citizens— 
and, indeed, many in Washington itself—now look 
on Big Government as a bull in the china shop of 
social and economic affairs. Lumbering here, blind- 
sided there, forever charging off toward red flags 
regardless of the dangers—too often, that is exactly 
what it is. 

The result is that, over the past 20 years especially, 
the traditional alignment of functions, funds, and 
powers in the national-state-local system has been 
drastically and probably irreversibly altered, as much 
by inadvertence as design. Fundamental questions of 
federalism have been ignored in the rush of business. 


A Realignment of Functions 


Two final cases illustrate this point. Under the 
Rural Development Act of 1972, the national 
government entered the business of local fire protec- 
tion—traditionally regarded as the ‘“‘most local’’ of 
all public services—almost entirely by accident. Fire 
protection problems never emerged as a major con- 
cern in either Presidential or Congressional investiga- 
tions of rural development needs, and no representa- 
tives of the fire services testified at the extensive 
hearings held in both the House and Senate in 
1971 and 1972. Far more attention was focused on 
the questions of farm credit, water and sewer 
facilities, housing, and health services. There was no 
great political ‘‘pressure’’ for a new federal program: 
no one, other than the Forest Service and a number 
of state foresters, took a real interest in the question, 
and it is not clear that they had much influence on 
the legislative outcome. Yet, the Congress still 
determined, by lopsided majorities, that 

inadequate fire protection and the resultant 
threat of substantial losses of life and 
property is a significant deterrent to the 
investment of the labor and capital needed to 


27Lester C. Thurow, “Economics 1977,” Daedalus 106, Fall 1977, 
p. 86. 

28Aaron Wildavsky, Speaking Truth to Power: The Art and Craft of 
Policy Analysis, Boston, MA, Little, Brown and Company, 1979, pp. 91- 
92. 


help revitalize rural America, and that well 
organized, equipped, and trained firefighting 
forces are needed in many rural areas to 
encourage and safeguard public and private 
investments in the improvement and develop- 
ment of areas of rural America where 

organized protection against losses from 

wildfire is lacking or inadequate.” 

In the same year the Congress enacted the first 
truly national guaranteed income program, though 
one limited to the aged, blind, and disabled. Unlike 
most of the programs of the past two decades, 
Supplemental Security Income (SSI) provided for 
federal administration and uniform benefit stan- 
dards. Yet this matter shift in the assignment of 
functions also received little attention: 

When the historic law was enacted, politicians 
ignored it and most newspapers failed to 
report it. It is probable that many members 

of Congress who voted for it did not reaiize 
what they had accomplished. . . . Except for 
the few persons who engineered it and for 
Governors, who anticipated savings from its 
federally paid floor for the aged, blind, and 
disabled, few knew what was in Title III of 

These cases provide a striking counterpoint to the 
usual patterns of American politics. Throughout most 
of American history, proposals for the expansion of 
the federal role have excited raging controversy. The 
enactment of federal aid to elementary and secondary 
education, for example, took many decades, as did 
the creation of a national health insurance program, 
Medicare. But there was no similar outcry when 
Congress entered the field of rural fire protection or 
established the nation’s first guaranteed income 
program. Few knew, few were looking, few cared, 
either way. 


Evidence of Overload 


Perhaps it has always been that way. Fundamental 
social changes are difficult to perceive, even by those 
who are involved in them most intimately. Foreign 
policy analyst Roger Hilsman has observed that no 
government decides to inaugurate the Nuclear Age, 
but rather tries only to build a big bomb before its 
enemy does.*! And anthropologist Marvin 
Harris, surveying the vast realm of cultural change 
considered by that discipline, comments that “‘it is 
clear that the major transformations of human social 
life have never corresponded to the consciously held 
objectives of the historical participants.’’*? 

Still, after this catalog of political misadventures, 


29Rural Development Act of 1972, P.L. 92-419, Title 1V, Sec. 401. 

3°Burke and Burke, op. cit., pp. 195-97. 

31Roger Hilsman, “U.S. Policy on the Opening to the Left: The Role 
of the President's Advisers,” Eurocommunism: The Italian Case, eds. 
Austin Ranney and Giovanni Sartori, Washington, DC, American 
Enterprise Institute for Public Policy Research, 1978, p. 12. 

32Marvin Harris, Cannibals and Kings: The Origins of Cultures, 
New York, NY, Vintage Books, 1977, p. 288. 
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many might conclude that the American people 
have not gotten good government. As one skilled 
Washington staffer was overheard to say, “‘if you 
really thought about the Congress, you couldn’t do 
your job.”’ Similar despair may be found among 
close observers of the White House, the bureaucracy, 
the judiciary, the political parties, and also even the 
electorate. (Indeed, there may be a general tendency 
to put one’s faith for democratic competence in 
whatever institution one knows the least about.) 

Still, it is difficult to assign blame or fix responsi- 
bilities for these shortcomings. Any living system— 
from the single cell to complex society—performs 
poorly under conditions of information input 
overload. Behavioral scientist James Grier Miller has 
stated the general rule: 

As the amounts of information per unit 
time... that are input to living systems at 
different levels increase, we have found they 
respond in comparable ways. As information 
inputs impinge more and more rapidly on 

a system, they eventually overload its capacity 
to transmit information. Ultimately break- 
down of efficient information processing 
occurs, just as children playing ‘‘musical 
chairs’ finally end up in confusion as the 
music plays faster and faster.** 

In our time, many social institutions appear to be 
overloaded beyond their effective operating capacity. 
Surely this is true of government and many of its 
key components. The immense range, complexity, 
and pace of federal activity have created unman- 
ageable pressures, doing damage in every corner of 
the federal establishment. ‘Error rates’”’ have 
increased accordingly. 

Evidence of systemic overload is everywhere in 
Washington (and across the nation). The days when 
Capitol Hill housed the ‘‘world’s greatest deliberative 
body”’ are long gone. Few measures receive more than 
superficial consideration on the floor or, increasingly, 
in the committee rooms, where the “‘real work”’ of 
Congress is said to be done. Dr. Delphis C. Goldberg, 
a veteran Congressional staffer, recalls: 

In the early 1960s, when the level of federal 
aid was $7 billion rather than close to $85 
billion, and the scope of regulatory involve- 
ment much more limited, there was ample 
opportunity in the Congress to discuss 
legislative proposals and their implications. 
There was far less reason for members to go 
to the floor or to their committees and vote 
on the basis of how “‘the rest of my delegation 
is voting, how many people have called me, 
and the number of telegrams I received.” 
Generally, there was an extensive discussion 
of program issues; this has ceased to be the 
case. It is not unusual today to see programs 
costing $100 million and more brought up in 


33James Grier Miller, Living Systems, New York, NY, McGraw-Hill 
Book Company, 1978, p. 121. 
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SAY—-THAT LAST [64 MILLION WE SPENT. 
DID You HAPPEN To CATCH WHAT THAT 
Wks FOR?" 


Source: Federal Times, June 25, 1979, p. 9. 


the House under the suspension-of-the-rules 
procedure which limits debate to 40 minutes 
but requires a two-thirds vote for passage. 
Nevertheless, if the skids have been greased 
and the interest groups have done their 
lobbying, there is neither the opportunity 
nor the inclination in that brief time to 
consider even the big issues. Unless the 
number of programs and their complexity 
can be reduced, it is inevitable that the future 
will bring even less carefully considered 
legislation, together with ill-defined program 
purposes and unintended effects.*4 
Pressures of these kinds have created widespread 
dissatisfaction with the Congress among its own 
membership. It has received, according to one recent 
commentary, a grade of ‘‘F’”’ for ‘‘frustration.’’* 


34Remarks at a “thinkers’ session” in the ACIR office, December 
13, 1978. 

38Richard E. Cohen, “A Report Card for Congress—An ‘F’ for 
Frustration,” National Journal, August 11, 1979, pp. 1326-30. 
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At the other end of Pennsylvania Avenue, one 
finds further evidence of institutional overload. The 
Presidency, in the view of columnist Joseph Kraft, is 
in a state of decline. ‘“The salient features,’ he 
says, ‘are high expectations amidst an increasingly 
intractable atmosphere. The last four presidents have 
all tried to resolve the dilemma in different ways— 
and come to grief.’’** The erosion of federalism has 
imposed new burdens on the White House, too: just 
as Congress has become city council to the nation, so 
Presidents have, in the words of historian Henry F. 
Graff, 

come to act like Mayors. They take on the 
meanest housekeeping concerns of daily 
existence, matters for which there are no 
ready answers and in which there is no 
political paydirt. These concerns were not the 
business of the President historically, and 
grappling with them today quickly stains 
every Administration before it settles into 
place. ... The White House has become the 
dumping ground of last resort for society's 
unsolved and unsolvable technological, 
social and economic issues—most of them so 
complex that they would tax the mind of 

a polymath.*? 

The same is true in state houses, municipal 
buildings, and polling places throughout the land. 
There is a clear tendency, as John Gardner has said, 
for the national government ‘‘to export its own 
chaos on down the line.”’ Federal policies, which 
formerly ‘‘penetrated”’ only to the states and largest 
cities in a few major functions, to big business, and 
to specific groups of citizens, have become quite 
pervasive in their impact. Local and state officials 
find it nearly impossible to exercise coherent policy 
or administrative control over the array of federal 
programs in which they participate. 

Worse, perhaps, is the monumental gap which has 
arisen in a nation which prides itself on town- 
meeting traditions and the reality of popular partici- 
pation in governmental decisionmaking. For if 
members of the Congress and Executive Branch are 
poorly informed about the matters which come before 
them, how many of their constituents can be said to 
have more than the vaguest notion of the multifarious 
business being conducted in their name? Under 
conditions of great economic, social, and program- 
matic complexity—such as those which prevail in 
the provision of health care, or energy policy, for 
example—who can even know for sure where his or 
her self-interest lies, let alone the broader public 
good? 

The root of this dilemma, then, appears to reside 
less in the failure of any particular component of 
the system than in its overloading as a whole, and the 
real constraints are imposed more by the limited 


38Joseph Kraft, “Presidency in Decline,” The Washington Post, 
August 12, 1979, p. B7. 

37Henry F. Graff, ‘Presidents Are Now Mayors,” New York Times, 
July 18, 1979, A-23. 


capacities of human intelligence than by any fault 

in governmental structure or procedure. As Nobel 
Laureate Herbert A. Simon indicates, the ultimate 
““scarce resource”’ is mind itself. A student of human 
decisionmaking in the public and private sectors, 
Simon has applied this perspective to the operation of 
government: 

For many purposes, a modern government 
can be regarded as a parallel computing 
device. While one part of its capability for 
rational problem solving is directed to fire 
protection, another is directed to paving 
highways, and another to collecting refuse. 
For other important purposes, a government, 
like a human being, is a serial processing 
system, capable of attending to only one 
thing at a time. When important new 
policies must be formulated, public and 
official attention must be focused on one or 
a few matters. Other concerns, no matter 
how pressing, must wait their turn on the 
agenda. When the agenda becomes crowded, 
public life begins to appear more and more 
as a success of cries. When problems 
become interrelated, . . . there is the constant 
danger that attention directed to a single 
facet of the web will spawn solutions that 
disregard vital consequences for the other 
facets.* 

If Simon is right—and ACIR’s work suggests that 
he may well be—governmental growth itself has, 
quite perversely, been in part its own cause. Like a 
dog, it circles round, evermore chasing its own tail. 
The Leviathan state, then, is in good part a mistake 
—and one we are quite apt to go on making. 


David R. Beam is a senior analyst in ACIR’s 
Structures and Functions Section. He has been 
examining the federal role in the federal system for 
two years. 


38Herbert A Simon, “Rationality as Process and as Product of 
Thought,” American Economic Review 68, May 1978, p. 13. 
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ACIR Meeting Rescheduled 

For December 6-7 

The ACIR meeting scheduled for 
October 4-5 has been rescheduled 
for December 6-7 in Washington, 
DC. 

The December 6 session will be- 
gin with a dinner meeting at a place 
to be determined. The place for the 
December 7 session will be an- 
nounced shortly. 

Agenda items for the meeting will 
include consideration of a report 
on State and Local Pension Sys- 
tems and the Federal Regulation 
Issues, and Restraining the Federal 
Budget. In addition, the Commis- 
sion will hear progress reports on 
the study underway on the Federal 
Role in the Federal System and the 
study of Federal Payments-in-Lieu 
of Taxes to States and Local 
Governments. 

The Special Committee estab- 
lished to review ACIR’s work pro- 
gram, budget, and staffing, chaired 
by ACIR Vice Chair Lynn Cutler, 
will meet prior to the full Com- 
mission meeting on December 6. 


Oregon Senate President 

Named to Commission 

Jason Boe, President of the Oregon 
State Senate, was named to the 
in October. 

Sen. Boe has served in the 
Oregon State Senate since 1970; he 
has been its president since 1973. 
Prior to that, he was a Reedsport, 
OR. city councilman from 1958-62 
and member of the State House of 
Representatives from 1962-70. In 
the Oregon Legislature, he was 
closely identified with education 
and property tax issues. 

He has held several national of- 
fices, most recently serving as pres- 
ident of the National Conference of 
State Legislatures in 1978-79. 

Sen. Boe was selected by Pres- 
ident Carter from nominees sub- 
mitted by the National Conference 
of State Legislatures. He will serve 
a two-year term. 


ACIR Schedules Conference 

On Federal Grant Law 

The Advisory Commission on Inter- 
governmental Relations will sponsor 


a one-day seminar on federal grant 
law on Wednesday, December 12, in 
Washington, DC. 

The session will feature both 
lawyers and nonlawyers discussing 
the impact of the body of federal 
grant law on federal, state, and 
local policymakers receiving and 
administering federal grants. 

Federal grant law is an area that, 
by and large, has been left to the 
legal community, yet judges hearing 
grant-related suits and lawyers try- 
ing them frequently have little 
knowledge of, and interest in, the 
working of the federal system. 
Similarly, federal, state, and local 
officials dealing directly with 
federal grants are often unaware of 
judicial decisions affecting the 
grant-in-aid system. 

In an attempt to bridge the gap 
between the legal and policy 
worlds, ACIR has pulled together 
some of the top thinkers in both 
realms to discuss such question as: 

1 What makes up the body of 
federal grant law? 

(Where does this law seem to 
be taking us? 

© What are the implications of 
this law for our intergovern- 
mental system? 

0 What is the status and what 
are the implications of recent 
litigation involving two major 
block grants—LEAA and 
Community Development? 

O Are there legal options avail- 
able to local officials who feel 
that cross-cutting regulations 
are unreasonable and burden- 
some? 

The audience will be limited to 
150 federal, state, and local elected 
officials and staffs. A fee of $50 will 
be charged to cover the costs of the 
session. ACIR will produce a pub- 
lication based on the proceedings of 
the day which will be distributed 
widely. 

Further information on the con- 
ference may be obtained from 
ACIR, 1111 20th St., NW, Wash- 
ington, DC 20575. 


ACIR Vice Chair Testifies on 
Grant Reform Legislation 


In testimony before the Senate 
Intergovernmental Relations Sub- 


committee September 6, ACIR Vice 
Chair Lynn G. Cutler, Supervisor of 
Black Hawk County (IA) urged the 
Senate to enact legislation to 
achieve fundamental improvements 
in the management of federal 
grants-in-aid. 

Specific bills under consideration 
by the subcommittee are S. 878, the 
‘‘Federal Assistance Reform Act,” 
and S. 904, the ‘‘Federal Assistance 
Reform and Small Community Act 
of 1979.” 

‘This legislation deals with the 
concept of balance in our federal 
systems,”’ she said, ‘“‘A concept 
which too often in recent years has 
received only passing considera- 
tion in the rush to create new, or 
authorize old, federal programs. 
Largely because the proper role 
and authority of each partner in the 
federal system is not a criterion 
in the policymaking process, we are 
confronted now with a federal aid 
system which was constructed in- 
crementally and with precious little 
forethought. 

‘In general, these bills would 
make the intergovernmental grant 
system more cost-effective and 
accountable and would begin to 
restore policymaking authority to 
state and local officials.”’ 

One important element of the 
legislation deals with grant con- 
solidation which Cutler called ‘‘the 
fundamental structural reform that 
will assure continual review of exist- 
ing grant programs and will help 
reestablish the balance in our 
federal systems.” 

Other key elements of the grant 
reform bills call for simplification 
of cross-cutting requirements on 
federal grants, a strengthened joint 
funding simplification process 
whereby recipients can administra- 
tively group grants used for the 
same project, the encouragement of 
greater use of advance funding, pro- 
vision of more complete information 
on federal funds available, crea- 
tion of a standard maintenance of 
effort requirement, and a strength- 
ened single state agency waiver 
provision. 

These measures, eaid Cutler, 
“move beyond merely incremental 


4 
fish 
He 
1 
¥ q 
| 
ye 
20 
te 


managerial ‘tidying up’ to confront- 
ing the ‘tunnel vision’ tendencies 
and moral arrogance of a range of 
interests now residing in Wash- 
ington.” 

Enactment of grant reform legis- 
lation would implement a number 
of recommendations made by ACIR 
as part of its four-year study of 
the intergovernmental grant sys- 
tem. The ACIR staff has also 
worked closely with Congressional 
staff in drafting and revising the 
proposed legislation. Subcommittee 
markup of the bills is expected 
soon. 


Indicators Show Increased State 
Efforts to Assist Localities 

Efforts to revamp state aid pro- 
grams to assist needy urban and 
rural areas are underway in a 
number of states, according to a 
recent report prepared for HUD by 
the Advisory Commission on Inter- 
governmental Relations and the 
National Academy of Public Ad- 
ministration. 

The latest work is a followup to 
recent ACIR research embodied 
in ACIR’s State Community 
Assistance Initiatives, published 
in May. 

To understand the role states are 
playing to aid their distressed com- 
munities, the latest ACIR study 
developed a listing of 20 programs 
in five broad categories which were 
considered by a panel of urban 
experts to be the most significant 
actions states can take in assisting 
localities in meeting their needs. 
The five broad categories were: 
housing, economic development, 
community development, fiscal 
assistance, and structural reforms. 

Efforts in the 50 states were then 
examined to develop state-by-state 
and summary information on the 
extent and form of state aid to 
distressed communities. 


Among findings of the study were: 


C1In the housing area, states 
are making demonstrable 
progress toward improving 
housing opportunities for 
low and moderate income 
individuals. 

Economic development indi- 


cators confirm earlier ACIR 
findings that the states have 
sought to improve local econo- 
mies by attempting to provide 
significant financial induce- 
ments for private commercial 
and industrial expansion. 

0 States have granted consider- 
able authority to their locali- 
ties in the community devel- 
opment field. Forty eight 
states have empowered their 
local jurisdictions to create 
local redevelopment or re- 
newal agencies; most of 
these possess broad bonding, 
planning, and eminent do- 
main powers. 

O Fiscal reform indicators sug- 
gest that state efforts to 
equalize interlocal fiscal 
disparities have been mildly 
successful. 

O Structural reform indicators 
suggest that states have made 
considerable progress toward 
enacting reforms such as resi- 
dual powers home rule which 
have enhanced local abilities 
to address decline problems. 


While these findings do indicate 
that states have improved con- 
siderably in their efforts to assist 
localities over the past few years, 
many of the programs which target 
aid to declining or distressed com- 
munities are still in the formative 
stages and the efforts are far from 
uniform in quality and depth across 
the states. 

Regional variations were not- 
able in several areas. The states in 
the northeast had the most interest 
in targeting functional aid programs 
to distressed communities, par- 
ticularly in the areas of home re- 
habilitation and economic develop- 
ment. New England and mid- 
Atlantic states have been the least 
likely to take action to reduce local 
fiscal burdens. The southern, 
western, and midwestern states 
have taken the lead to broaden 
local taxing capabilities and to dis- 
tribute revenue sharing funds and 
education aid to assist needier 
jurisdictions. 

The draft report is being circu- 
lated to key state and local officials 


for review and comment. Copies of 
the final report will be available 
later in the fall. 


ACIR Initiates Study of 

A-102 Compliance 

In the next year the ACIR, in co- 
operation with HUD’s Office of 
Policy Development and Research, 
will examine federal and state 
agency efforts to comply with 
OMB Circular A-102, a document 
specifying application, performance, 
and financial reporting require- 
ments associated with federal grant 
funds passed through state govern- 
ments. 

At various points in this pass- 
through process, requirements be- 
yond those stipulated in the A-102 
document are imposed upon the 
potential recipients at the local 
level. Representatives of local gov- 
ernments participating in projects 
such as HUD’s Nationai Financial 
Management Conference, and the 
ACIR Federal Assistance Monitor- 
ing Project have identified these 
additional requirements as an im- 
portant, but frequently burden- 
some, task for local governments. 
As yet, however, no group has iden- 
tified the specific sources of, or 
reasons for, the addition of these 
requirements, and they remain a 
fundamental point of friction in 
our intergovernmental system. 

The primary goals of this A-102 
project will be to ver'fy whether or 
not a problem does exist, assess the 
nature of any problem so identi- 
fied, and develop a set of pertinent 
recommendations. Officials from a 
limited, but representative, sample 
of programs and jurisdictions will 
respond to a questionnaire de- 
veloped and administered by the 
project staff. A panel of federal, 
state, and local practitioners from 
the program areas and localities in- 
cluded in the survey will advise 
ACIR staff throughout the course 
of the project. 

At the completion of the project 
in September i980, ACIR will issue 
a report containing the study’s find- 
ings including recommendations 
dealing with A-102 compliance. 


i 
| 
a 


The first two publications are re- 
cent reports of the Advisory Com- 
mission on Intergovernmental Re- 
lations, Washington, DC 20575. 
Single copies are free. 


Changing Public Attitudes on Gov- 
ernments and Taxes (S-8). 

This is the eighth annual survey 
of public attitudes on major inter- 
governmental fiscal issues. The 
survey, again conducted by Opin- 
ion Research Corporation, revealed 
some changes from last year’s re- 
sults. The federal income tax has 
now replaced the local property tax 
as the ‘“‘wors’’ tax. Moreover, local 
government has now replaced the 
federal government in providing 
“the most for your money.”’ These 
changes are attributed to the post- 
Proposition 13 attempts at property 
tax relief enacted by several state 
legislatures and the fact that infla- 
tion has pushed many taxpayers 
into higher income tax brackets. 
The survey also found that al- 
though the number of respondents 
supporting the general revenue 
sharing program had dropped, a 
majority still favor the program. 

Detailed results of this year’s 
poll are organized in tables with 
explanatory text. The results of 
previous polls are presented in 
appendix tables. 


In Brief—Citizen Participation in 
the American Federal System 
(B-3). 

This report highlights the find- 
ings of an upcoming Commission 
report on citizen participation. The 
Commission found that citizens ex- 
pect to have many opportunities to 
participate in governmental affairs, 
although they may not take advan- 
tage of them. Citizens also expect to 
have a greater influence on govern- 
mental activities than they actually 
have. The Commission concluded 
that citizen participation as a re- 
quirement of federal aid programs is 
important and that governments at 
all levels should provide adequate 
opportunities and resources for 
citizen participation in all activities 
including the budget process. 


The following publications are 
available directly from the pub- 


lishers cited. They are not available 


from ACIR. 


Federal and State Mandating on 


Local Governments: An Exploration 


of Issues and Impacts, Graduate 
School of Administration, Univer- 
sity of California, Riverside, CA 
92512. 


Rurai Dev>lopment: An Overview, 
prepared by the Congressional Re- 
search Service, Library of Congress, 
for the Senate Committee on Agri- 
culture, Nutrition and Forestry, 
Subcommittee on Rural Develop- 
ment, U.S. Government Printing 


Office, Washington, DC 20402. 


Fiscal Entrenchment and Urban 
Policy, edited by John P. Blair 
and David Nachmias, Sage Pub- 
lications, 275 South Beverly Drive, 
Beverly Hills, CA 90212. $8.95 
paper. 


Federal Grant Law—1979, Section 
of Public Contract Law, American 
Bar Associatio:, 1800 M Street, 
NW, Washington, DC 20036. $25. 


Policymaking for Social Security, 
by Martha Derthick, The Brook- 
ings Institution, 1775 Massachu- 
setts Avenue, NW, Washington, 
DC 20036. $6.95 paper. 


Interstate Compacts and Agencies 
(1979 edition), Council of State 
Governments, Iron Works Pike, 
Lexington, KY 40578. $5.00. 


Intergovernmental Fiscal Impact 
of Mortgage Revenue Bonds, hear- 
ing before the Subcommittee on 
Intergovernmental Relations of the 
Committee on Governmental Af- 
fairs, U.S. Senate, July 18, 1979, 
U.S. Government Printing Office, 
Washington, DC 20402. 


Proposition 13—How California 
Governments Coped With a $6 Bil- 
lion Revenue Loss, U.S. General 
Accounting Office, Distribution 
Section, Room 1518, 441 G Street, 
NW, Washington, DC 20548. 


Funding of State and Local Gov- 
ernment Pension Plans: A National 
Problem, U.S. General Accounting 
Office, Distribution Section, 

Room 1518, 441 G Street, NW, 
Washington, DC 20548. 


Politics in State and Communi- 
ties, by Thomas R. Dye, 3rd edition, 
Prentice-Hall, Inc., Englewood 
Cliffs, NJ 07632. $15.95. 


Braddock’s Federal-State-Local 
Government Directory 1980, Brad- 
dock Publications, Department A, 
1001 Connecticut Avenue, NW, 
Washington, DC 20036. $19.95 for 

a two-volume set. 


Issuing Municipal Bonds: A Primer 
for Local Officials, Agriculture In- 
formation Bulletin No. 429, by the 
U.S. Department of Agriculture, 
Economics, Statistics, and Co- 
operative Service in cooperation 
with the Department of Agricul- 
tural and Applied Economics, Uni- 
versity of Minnesota, U.S. Govern- 
ment Printing Office, Washington, 
DC 20402. 


The Practice of American Fed- 
eralism, Center for the Study of 
Federalism, Temple University, 
Gladfelter Hall, Philadelphia, PA 
19122. $4.50. 


State Roles in Local Government 
Financial Management, by John 
E. Petersen, C. Wayne Stallings, 
and Catherine Lavigne Spain, 
Municipal Finance Officers As- 
sociation, 180 N. Michigan Ave., 
Suite 800, Chicago, IL 60601. $8. 


State Taxation and Economic De- 
velopment, by Roger J. Vaughan, 
Council of State Planning Agencies, 
Hall of the States, 444 N. Capitol 
Street, Washington, DC 20001. 
$9.95. 


Eonomic Development: The 
Challenge of the 1980s, by Neal 
R. Peirce, Jerry Hagstrom, and 
Carol Steinbach, Council of State 
Planning Agencies, Hall of the 
States, 444 N. Capitol Street, 
Washington, DC 20001. $9.95. 
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(Continued from Page 2) 
tion of intergovernmental roles, 
a new theory of federalism as the 
basis for intergovernmental re- 
form. We must have a philo- 
sophical wedge to explain 
why the federal government 
shouldn’t be in certain areas 
that are innately or most ap- 
propriately state and local func- 
tions. We must set up criteria 
and make value judgments as 
to why welfare is a federal func- 
tion and why fire protection 
should never be. We need to pro- 
vide some ‘‘thou shalt nots.”’ 
ACIR is the best equipped 
body I know to formulate these 
value judgments. The work 
we've done illustrates general 
principles that can be further 
fleshed out into some type of 
criteria and tradeoff proposals. 


From its work, ACIR should be 
able to construct the model of 
what an ideal federal system 
should look like. We have to 
change this supermarbleized sys- 
tem under which everybody does 
everything. We cannot make 
sense of it as it is now. 

This issue of Intergovernmen- 
tal Perspective highlights some 
of the reasons behind the fed- 
eral expansion into numerous 
new functional areas and, per- 
haps more importantly, spot- 
lights the cases where through 
mistakes, miscalculations, or 
simple naivete, the federal gov- 
ernment has embarked into new 
functions and programs which 
later cost the U.S. Treasury 
millions upon millions of dollars 
and frequently cost the state 
and local governments consider- 


ably more in terms of loss of 
power and independence. 

My hope is that the work of 
ACIR through articles like Cyn- 
thia Colella’s and David Beam’s 
will raise the national conscious- 
ness both as to the problem and 
the consequences of further cen- 
tralizing drift. What we need 
is a real public debate on how 
to divvy up the responsibilities 
and functions of modern govern- 
ment. I believe such steps are 
necessary to the retention of a 
vital federal system which I, 
for one, am not yet willing to 
surrender in favor of rule by 
Washington. 


Sata 


Bruce Babbitt 
Governor, State of Arizona 


(Continued from Page 2) 
ing constraints that would be 
counter-democratic, we s:mply 
cannot have any kind of formal 
guidelines. Just think of the 
precedent we'd be setting. We 
certainly don’t want to have a 
constitutional convention every 
30 years to freeze into law the 
current conception of federalism. 

The questions Governor Bab- 
bitt wants resolved are right- 
fully in the purview of elected 
officials to decide—not the 
ACIR or any individual or 
group of self-selected indivi- 
duals. I think ACIR’s role here 
is to show the consequences of a 
continuing drift—not to set up 
standards for some “utopian” 
federal system. 

We cannot—and should not— 
attempt to set up a new quasi- 


constitution. We cannot a-gue 
from the general--we can only 
argue from the specific. One 
of the things that is clear to me 
from the Commission’s work in 
this area is that there are a 
great many forces and causes 
that account for the increase in 
federal roles—pointing out to me 
the futility of trying to establish 
any type of criteria applicable 
to all programs. 

Thus, while I find the ACIR 
research, including that which 
is discussed in this issue of Per- 
spective, extremely informative 
and valuable, I think its utility 
is in providing grist for the mills 
of our elected officials who must 
decide what action to take. It is 
not our role to prescribe in this 
area—but to define and predict 
with reasonable assurance where 


various routes will take us. 
ACIR’s most appropriate contri- 
bution would be through its 
study of particular issues—not 
in trying to articulate a new 
theory of federalism. 


Richard Snelling 
Governor, State of Vermont 
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Current Members of the 
Advisory Commission 

on Intergovernmental Relations 
October 26, 1979 


Private Citizens: 

Abraham D. Beame, Chairman, 
New York, N.Y. 

Bill King, Huntsville, Ala. 

Vacancy 


Members of the U.S. Senate: 

Lawton Chiles, Florida 

William V. Roth, Jr., 
Delaware 

James R. Sasser, Tennessee 


Members of the U.S. House of 
Representatives: 

Clarence J. Brown, Jr., Ohio 

L. H. Fountain, North Carolina 
Charles B. Rangel, New York 


Officers of the Executive 

Branch, Federal Government: 

Juanita M. Kreps, Secretary, 
Department of Commerce 

James T. McIntyre, Jr., Director, Office 
of Management and Budget 

Vacancy 


Governors: 

Bruce Babbitt, Arizona 

John Dalton, Virginia 

Richard W. Riley, South Carolina 
Richard A. Snelling, Vermont 


Mayors: 

Thomas Bradley, Los Angeles, Cal. 
Richard E. Carver, Peoria, IIl. 
Tom Moody, Columbus, Ohio 
John P. Rousakis, Savannah, Ga. 


Members of State 

Legislatures: 

Fred E. Anderson, President, Colorado Senate 
Jason Boe, President, Oregon Senate 

Leo McCarthy, Speaker, California Assembly 


Elected County Officials: 

William O. Beach, Montgomery County, 
Tenn. 

Lynn G. Cutler, Black Hawk 
County, Iowa 

Doris W. Dealaman 
Somerset County, N.d. 


The Chairman of the Ad- 

visory Commission on Intergovern- 
mental Relations has determined 
that the publication of this periodical 
is necessary in the transaction of the 
public business required by law of this 
Commission. Use of funds for printing 
this periodical has been approved by 
the Director of the Office of Man- 
agement and Budget through March 
20, 1982. 
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Dear Reader: 

Few would disagree, I believe, 
that one of the most pressing 
intergovernmental fiscal issues of 
the spring of 1979 is the ground- 
swell of support for measures to 
‘balance the federal budget.” 

So far, 30 state legislatures have 
passed resolutions calling for a 
balanced federal budget. Polls indi- 
cate overwhelming public support 
for putting the federal checkbook 
in order. Scores of alternatives 
have been introduced in the 
Congress varying from a constitu- 
tional amendment prohibiting 
deficits to more moderate efforts 
to discipline the current system 
through ad hoc tax reductions or 
incremental spending cuts. The 
range of options and impacts they 
might have on federal finances 


and our intergovernmental sys- 
tem are discussed in some detail 
in this issue of Intergovernmental 
Perspective. 

ACIR’s interest in ways to slow 
government growth is longstanding. 
We have examined taxing and 
spending limits at the state and 
local levels and have historically 
militated against such limits and 
concentrated on making repre- 
sentative government more ac- 
countable. In those situations 
where we have conceded the case 
for limits, we've tried to design 
them with needed escape hatches 
so that governments would not be 
crippled in dealing with a variety 
of emergencies and threats and so 
that bad financing practices would 
not be promoted. One reason for 
this caution is that our work has 
shown that limits usually produce 
unforeseen and damaging effects 
that plague us for decades. Thus, 
we should not be too quick to 
endorse constitutional budget 
balancing and should carefully 
consider all the options. 

ACIR staffers John Shannon 
and Bruce Wallin, in an article in 
this Perspective, discuss the merits 
and impact of each. Interestingly, 
the article points out that the 
current ad hoc policy pursued by 
both the Administration and the 
Congress appears to be working 
although some statutory checks 
might increase budget discipline. 

The article by David Walker 
brings a political perspective to 
what is generally considered a fiscal 
issue. He reminds us that the real 
issue today is ‘‘as old as the history 
of free systems itself: how can 
government be made representa- 


tives and responsive, as well as 
responsible and restrained?’’ This 
is an important question for those 
of us who are elected officials as 
well as others who care about the 
health of our federal system. 

For implicit in the notion that 
only a constitutional amendment 
would have the force to hold the 
Congress in line is the belief that 
the public doesn’t trust its elected 
officials. Therefore if we succeed in 
balancing the budget, yet fail to 
improve the accountability of 
federal, state, and local govern- 
ment, I believe we have missed an 
opportunity—indeed a mandate— 
to strengthen our governmental 
system. 

The Commission, impressed with 
how crucial action in this area is 
to federal domestic programs and 
to intergovernmental relations, 
and how fateful a step it is to 
amend a constitution, instructed 
the ACIR staff to evaluate the 
alternatives to a constitutional 
amendment requiring balancing 
of the federal budget. This issue 
of Perspective represents a first cut 
at this effort. I very much hope 
and believe it will be useful to both 
federal policymakers considering 
the current basketful of proposals 
and to those of us at the state and 
local level who are dealing with 
similar proposals to restrain taxing 
and spending and improve gov- 
ernmental accountability. 


tle 


Lynn G. Cutler 
Supervisor 
Black Hawk County, lowa 
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Appendix Table 1 
Rating the Fifty State-Local Systems on the Basis of 
Selected Fiscal and Economic Indicators of Stress 
Per Capita 
Public Welfare Tax Personal Personal 
State and Burden Effort Income Growth income 12/8 Composite 
Region index index? index’ Index index” 
State Median 100.0 100 0 100.0 1000 100.0 
New England 
Connecticut 1222 941 1212 827 1016 
Maine 1403 1247 111.0 116.6 1197 
Massachusetts 2944 1305 169 93.9 1312 
New Hampshire 1611 808 108 2 104.2 104 
Rhode isiand 236 1 112.0 1127 1009 1213 
Vermont 139 1207 114 113.9 1169 
Mideast 
Delaware 133.3 863 1126 867 99.0 
District of Columbia 2617 1026 105 7 687 1090 
Maryland 1403 109 5 110 907 107 1 
New Jersey 1514 976 11§ 1 839 103.9 
New York 2875 152.6 1269 912 1400 
Pennsyivania 226 4 987 108 2 962 1142 
Great Lakes 
IMinors 1833 a9 1089 104 0 
Indiana 833 817 2 987 922 
Michigan 2222 100 9 101 2 389 1095 
Ohio 1278 777 108 6 972 978 
Wisconsin 2056 1162 103 8 100 0 1166 
Plains 
lowa 1431 925 964 990 
Kansas 1194 8s 3 947 946 
Minnesota 1889 195 1 967 1124 
Missouri 903 829 103 4 75 
Nebraska 958 877 1027 990 
North Dakota 986 928 016 868 
South Dakota 861 90 3 100 941 
Southeast 
Alabama 778 806 9°64 78 943 
Arkansas 36 786 383 86 945 
Florida 486 80 2 3 1012 900 
Georgia 708 85 3 18 972 
Kentucky 1472 a4 909 129 101 2 
Louisiana 917 aro 33 1126 939 
Mississippi 972 955 as 3 1245 101 3 
North Carolina 347 86 2 00 9 1930 932 
South Carolina 75.0 876 946 178 975 
Tennessee 875 822 953 146 964 
Virginia 917 3793 996 954 
West Virginia 875 897 925 1150 373 
Southwest 
Arizona 806 109 8 19 1029 102 4 
New Mexico 486 890 92 144 935 
Oktahoma 861 718 38 108 5 92 
Texas 694 776 30 987 as 
Rocky Mountain 
Colorado 1181 96 4 a 947 973 
Idaho 764 948 36 1103 989 
Montana 750 994 016 1072 100 0 
Utah 639 96 3 38 1128 966 
Wyoming 625 653 30 746 
Far West 
California 2708 1207 106 0 a35 20 
Nevada 917 765 105 a: 380 
Oregon 1167 99 7 925 96 8 98 + 
Washington 136 1010 949 868 99 
Alaska 1000 100 0 704 $72 
Hawaii 2375 119 § 1218 ag7 1231 
Note: The higher the composite index score the greater the fiscal/economic stress. 
‘State-local public welfare expenditure from own funds in 1977 (excluding federal aid) as a percent of state personal income 
2State-locai tax collections as a percentage of state-locai tax capacity ‘Tax Weaj/tn in Fifty States Table 2 
3Percentage increase in state per capita personal income between 1970 and 1978. The index numbers. based on each states increase in relation to the 
increase for the median state, are inverted to facilitate the inciusion in the composite index. The larger the index number the greater tne deficiency in eco- 
nomic growth. 
“Per capita state personai income in 1978. These index numbers. Dased on the median state experience. are also inverted (see footnote 3). 
SBecause the welfare index numbers revealed a far greater range than that produced by the other three tests. the welfare scores were only given a weight of 
10% while each of the other three index scores were equally weighted at 30% 
Source. ACIR staff compilation based on U.S. Department of Commerce: Bureau of Economic Analysis. Survey of Current Business. Washington. DC, U.S. 
Department of Commerce. various years: Bureau of the Census. Governments Division. various reports: and U.S. Department of Health. Education. and 
Welfare, the N | Institute of Education, Tax Wealth in Fifty States, Washington, OC. U.S. Government Printing Office. 
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Governor Dalton, Speaker McCarthy 
Named to Advisory Commission 


Governor John N. Dalton of Vir- 
ginia and California Assembly 
Speaker Leo McCarthy were named 
to the ACIR in June. 

Doris W. Dealaman, Freeholder 
Director, Somerset County, NJ, 
was reappointed to the Commission. 

Prior to his election as Governor 
in November 1977, Gov. Dalton 
served in the Virginia House of 
Delegates and the state senate, and 
as the state's lieutenant governor. 

Speaker McCarthy has served in 
the California Assembly for 11 
years, as speaker six years. He 
served as a member of the San 
Francisco Board of Supervisors for 
five years. 

The two new appointees were se- 
lected by President Carter from 
nominees submitted by the National 
Governors’ Association and the Na- 
tional Conference of State Legisla- 
tures. 


ACIR Adopts Recommendation 
On Mortgage Revenue Bonds 


Meeting as a committee of the whole 
on June 8, the ACIR recommended 
that revenue bonds be used by state 
and local governments for two 
public purposes: encouraging home- 
ownership for low and moderate in- 
come persons and encouraging eco- 
nomic and cormmunity revitalization 
in distressed cities or rural areas. 

It further recommended that the 
use of these bonds by state and local 
governments be limited in two ways: 


O The total volume of bonds issued 
within a state should be held to 
5% of the total mortgages for sin- 
gle family housing originated in 
that state during the previous 
year. 

O Low and moderate-income home- 
ownership programs should be 
limited to 120% of local median 
family income, with appropriate 
higher income limits available for 
urban revitalization programs. 


The Commission urged that any 
federal legislation in the area only 
define general standards for deter- 
mining eligible programs, allowing 


all remaining program specifics to 
be developed by state and local 
governments. 

Upon polling the entire ACIR 
membership following the meeting, 
the recommendation was adopted 
by 12 ayes and nine nays, with one 
member not voting. The Commis- 
sion may review this vote and con- 
sider the subject further at its 
next meeting. 

The Commission considered the 
issue of mortgage revenue bonds at 
the request of the U.S. Treasury 
Department which estimated that 
by 1984, these bonds could finance 
as much as 50% of the single family 
mortgage market, costing the fed- 
eral government as much as $11 
billion a year. 

At the June meeting, former Sec- 
retary of the Treasury Michael 
Blumenthal briefed the Commission 
on the Administration’s position 
that mortgages can be made avail- 
able to moderate income families by 
other more cost-effective approaches 
which avoid distortions of the tax 
system, the mortgage credit sys- 
tem and the tax exempt bond 
market. Secretary Blumenthal said 
he favored a tax credit or direct 
subsidy over mortgage revenue 
bonds. 

ACIR’s staff study highlighted for 
the Commission the impacts of 
mortgage revenue bonds on munici- 
pal finance, housing and urban poli- 
cies, and intergovernmental fiscal 
issues such as equity and account- 
ability. 

In another action, the Commis- 
sion concluded its study of regional 
growth and development by noting 
that state-local taxation was not a 
major factor in interregional de- 
cisions to relocate and establish a 
business. 

“A natural limit inhibits states 
from going too far in the use of 
tax differentials or tax and fiscal 
concessions,”’ said the Commission 
report. ‘‘The inhibitor is the lurk- 
ing suspicion that the state might 
be foregoing business tax revenue or 
making an expenditure on behalf of 
business that is unnecessary to get 
the business to locate or expand in 
the state. .. . Its existence along 
with the muting effects of the fed- 


eral income tax go a long way 
toward eliminating the threat of 
adverse consequences from tax- 
based competition for industry.” 

The Commission adopted three 
recommendations of a special com- 
mittee established to review ACIR’s 
work program, budget, and staff- 
ing, chaired by Vice Chair Lynn 
Cutler. They were: there is no need 
to change ACIR’s membership 
structure at the present time; the 
ACIR enabling legislation should be 
amended to provide that a quorum 
be declared when a majority of ap- 
pointed members of the Commission 
are present; and the compensation 
schedule for consultants should be 
raised. The Commission also 
adopted a statement of ACIR op- 
erating principles and practices 
developed for, and reviewed by, the 
special committee. 

The Commission also reviewed a 
staff report describing and analyz- 
ing the fiscal similarities and dis- 
similarities among four federal 
systems (Australia, Canada, United 
States, and West Germany). The 
ACIR analysis was requested by the 
Congress to determine how other 
federal systems face and deal with 
issues of fiscal federalism that are 
of concern and interest to the 
United States. 

When compared to the fiscal ar- 
rangements of the other major fed- 
erations, the report noted that the 
United States is unique in at least 
three major aspects: 


O Local governments play a more 
important role in the financing 
and in the delivery of public 
services. 

O Narrow, categorical grants are 
used to a far greater extent to 
transfer funds from the federal 
level to states and localities. 

O The magnitude of direct federal 
grants to localities have no paral- 
lel in the other federations. 


A summary volume and separate 
descriptions of the four systems will 
be published later this year. 

The Commission also requested 
further staff study of two specific 
methods to achieve greater fiscal 
restraint at the federal level— 
statutes setting expenditure limits 
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and statutes requiring a balanced 
federal budget. 

The fall meeting of the ACIR will 
be held October 4-5 in Washington. 


ACIR Chairman, Members Testify on 
Sunset, Mortgage Revenue Bonds, GRS 


ACIR Chairman Abraham D. 
Beame, Vice Chair Lynn Cutler, 
and Mayor Richard Carver re- 
cently testified on behalf of the 
Commission before Congressional 
committees on sunset, General Rev- 
enue Sharing, and mortgage reve- 
nue bonds. 

On June 14, Chairman Beame, 
testifying before the Senate Govern- 
mental Affairs Committee, urged 
passage of S. 2, the ‘‘Sunset Act of 
1979,”’ as a way to help bring the 
‘overloaded federal grant system” 
under control. 

The measure ‘‘would help greatly 
to weed out inactive, inappropriate, 
ineffective, and duplicative pro- 
grams as well as to identify those 
which are managerially, program- 
matically, and fiscally sound,”’ he 
said. 

While noting that the experience 
of the states with the sunet process 
has been mixed, Beame said, “‘there 
is good reason to believe that sunset 
is a viable process when carefully 
designed and properly imple- 
mented.” 

While ACIR first endorsed peri- 
odic review of federal aid programs 
as early as 1961, it specifically en- 
dorsed the concept of sunset legis- 
lation in 1977 as part of its major 
examination of the intergovern- 
mental grant system. 

(Further information concerning 
consideration of sunset at the fed- 
eral level and activity in the states 
can be found in “‘Intergovernmental 
Focus” on Page 5.) 

The currently controversial issue 
of mortgage revenue bonds was the 
subject of testimony July 18 by 
Mayor Richard Carver of Peoria, 
IL, before the Senate Inter- 
governmental Relations Subcom- 
mittee. Testifying for both the 
ACIR and the U.S. Conference of 
Mayors, Mayor Carver noted that 
both organizations feel that housing 
bonds are ‘‘an appropriate tool of 
state and local governments to en- 


courage homeownership for low and 

moderate income persons and to 

revitalize distressed areas.” 

Both organizations realize the 
need for certain constraints on issu- 
ance of these bonds, he said. ACIR 
has called for use of bonds to be 
limited to those with incomes at or 
below 120% of local median family 
income and for a cap on the volume 
of issuances within a state. 

In another hearing before the 
Senate Intergovernmental Rela- 
tions Subcommittee July 24, Chair- 
man Beame and Vice Chair Lynn 
Cutler, county supervisor of Black 
Hawk County, IA, outlined the 
Commission's strong support for 
renewal of the General Revenue 
Sharing program, due to expire in 
October 1980. 

Chairman Beame spoke to the 
current controversy concerning the 
state share of revenue sharing. He 
said continuation of the state share 
can be supported by five facts and 
considerations: 

O The state fiscal landscape does 
not present a uniformly rosy pic- 
ture: While some states do have 
surpluses; others, particularly 
those in the Northeast and Mid- 
west, are under strong fiscal 
pressure. 

O Those states that have provided 
substantial recent tax cuts have 
done so frequently in the interest 
of their continued economic 
health including retention of 
existing manufacturing firms and 
attraction of new industry. 

O Any elimination of the state share 
of federal revenue sharing would 
probably result in a reduction of 
state aid to local governments— 
the jurisdictions least able to bear 
the burden. 

O The expected slowdown in federal 
aid flows to localities will inten- 
sify pressure on the states to fill 
the voids in local budgets. 

O As state revenue systems become 
stronger and more elastic—more 
responsive to economic change— 
they also become increasingly 
vulnerable to downturns in the 
economy. 

“If the Congress cuts the states 
out of General Revenue Sharing,” 


said Beame, wiii signify that one 
of the recognized strengths of fed- 
eralism, namely wide diversity 
among states and localities that 
makes possible innovative and 
locally well adapted approaches to 
perennial problems of governance, 
no longer enjoys a high national 
priority.” 

Chairman Beame also urged the 
Senate to “maintain the purchas- 
ing power of the General Revenue 
Sharing dollar,’’ noting that the 
real level of assistance provided 
in the General Revenue Sharing 
program has fallen drastically as a 
result of the interaction of infla- 
tion and the fixed authorization for 
the program. 

‘“The Commission finds this situa- 
tion incongruous given the strong 
justification for the program,” 
Beame said. “‘Indeed, among federal 
grant programs, Generai Revenue 
Sharing has been singled out by 
the Commission as the one program 
that deserves ‘save harmless’ treat- 
ment.” 

Vice Chair Cutler too urged state 
retention in the program and noted 
the importance of revenue sharing 
to governments at both state and 
local levels. *“General Revenue 
Sharing has returned to the local 
level, with a minimum of paper- 
work, the opportunity to use federal 
dollars to meet local need,"’ she 
said. “Thousands of small cities and 
counties, many of which receive no 
other form of federal assistance, 
have been able to provide (with the 
help of Congress) a share of the 
pie to their residents.” 


Cigarette Bootlegging Law 
Results in Arrests, 


Federal-State Cooperation 


On November 2, 1978, President 
Carter signed Public Law 95-575, a 
measure designed to control the 
interstate trafficking in contraband 
cigarettes. This action culminated 
a lengthy legislative process which 
implemented the ACIR recommen- 
dation that ‘the Congress should 
give early and favorable considera- 
tion to legislation prohibiting the 
transportation of contraband ciga- 
rettes in interstate commerce.” 
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Responsibility for implementation 
of P.L. 95-575 was given to the 
Bureau of Alcohol, Tobacco and 
Firearms (ATF) within the Depart- 
ment of Treasury. In the last ten 
months, ATF, working in coopera- 
tion with state crime control author- 
ities, has made significant progress 
toward controlling the illegal ciga- 
rette sale activity. 

The bureau’s actions have focused 
in part on the training of federal 
and state contraband control agents 
and the investigation and arrest of 
the cigarette bootleggers. More than 
210 federal and 40 state agents have 
now undergone training in orga- 
nized crime/cigarette smuggling con- 
trol techniques. Additional training 
sessions are planned for state en- 
forcement agents in the coming 
months. 

Federal-state cooperation has 
been enhanced as well by the close 
working relationship ATF has with 
groups such as the National Tobac- 
co Tax Association (NTTA) and the 
Eastern Seaboard Interstate Ciga- 
rette Tax Enforcement Group 
{ESICTEG) and the development of 
the ‘‘split seizure’’ concept. The 
split seizure plan allows state en- 
forcement officials to seize contra- 
band cigarettes when working with 
ATF. Under this policy the states 
can then sell the confiscated ciga- 
rettes in order to recoup a portion 
of the lost cigarette tax revenues. 

The cooperative efforts already 
have resulted in a number of en- 
forcement actions. In the first six 
months of the program, 203 criminal 
investigations were initiated, eight 
criminal cases involving 14 defen- 
dants were completed, and over 
18,000 cartons of contraband ciga- 
rettes were seized. All but one of the 
eight cases involved both federal 
and state enforcement agency ac- 
tions. 


ACIR/NAPA Develop Indicators 
of State Efforts to Aid Localities 


ACIR has joined with the National 
Academy of Public Administration 
(NAPA) to develop summary infor- 
mation on state aid to distressed 
communities. 

The three-month project will at- 
tempt to develop matrix indicators 


of state performance in helping 
needy communities in such areas as 
fiscal reform, industrial develop- 
ment, and housing. A panel of state 
and local officials and interested 
academics is helping the ACIR/ 
NAPA research team develop the 
indicators. 

The research is being conducted 
in response to the heightened public 
interest in state-local assistance 
activities which followed the pub- 
lication of ACIR’s recent report, 
State Community Assistance Initia- 
tives. The results should help policy- 
makers and the public readily com- 
prehend the states’ efforts on behalf 
of hard-pressed urban and rural 
governments. 

The new project is being sup- 
ported by the U.S. Department of 
Housing and Urban Development. 


ACIR Poll Reveals Change In 
Public Perception of Washington 


ACIR’s 1979 poll of governments 
and taxes indicates that the public 
perception of the federal govern- 
ment—and the taxes it levies—has 
changed over the past year. 

For the first time since 1972, when 
ACIR began its annual polling, the 
federal government trailed local 
government on the question, ‘From 
which level of government do you 
get the most for your money?” 

Local government got the highest 
marks on this question—with 33% 
of the respondents citing that level 
as giving them the most for their 
money. The federal government was 
named by 29%—a considerable drop 
from the 35% naming it as best in 
1978. Only in 1974 had the federal 
government dropped so low in re- 
sponses to this question. In that 
year, it also registered 29%. 

Twenty-two percent named states 
—up slightly from the 20% citing 
states in the 1978 survey. 

There was a regional pattern 
evident in responses to this ques- 
tion. The northeast tended to back 
the federal government most heavily 
(38% naming the federal govern- 
ment), with the north central and 
west citing local governments (40% 
for both). State government en- 
joyed more support than the fed- 
eral government in the west. 


To the question, ‘‘Which do you 
think is the worst tax—that is, the 
least fair?,’’ the federal income tax 
was cited by 37% of the respondents 
—up from 30% the previous year. 
Some 27% cited the property tax, 
15% the sales tax, and 8% the state 
income tax. In 1978, 32% named the 
property tax as ‘‘the worst; 11% 
cited the state income tax, 18% the 
state sales tax. 

Possible explanations for the rela- 
tive rise in the unpopularity of the 
income tax and rather dramatic de- 
cline in antiproperty tax attitudes 
include: 

O The Proposition 13 explosion 
in the west reduced the pent- 
up antiproperty tax feeling in 
that part of the country. 

O Growth in local property tax 
collections has slowed due 
both to (a) more conservative 
spending policies at the local 
level, and (b) limitations on 
local tax and spending au- 
thority in several states. 

CO) Many state legislatures have 
enacted new property tax re- 
lief measures and/or expanded 
old programs. 

O Individual income tax liabili- 
ties continue to grow as infla- 
tion automatically pushes 
taxpayers into higher income 
tax brackets. 

Responses to other questions re- 
vealed: 

CO When asked to choose among 
options after considering all 
government services on one 
hand and taxes on the other, 
85% of the respondents 
wanted to either decrease 
services and taxes or keep 
them where they are. 

O General revenue sharing con- 
tinues to enjoy the support of 
a majority (51%) of the Amer- 
ican public but a larger per- 
centage of respondents than 
in previous polls oppose the 
concept (30%). 

O The American public remains 
about equally divided on 
whether there should be spe- 
cial federal aid for fiscally 
distressed central cities: 44% 
favored the idea; 43% opposed 
it. 
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Federal, State, and Local Taxes As A 
Percentage oi Gross National 
Selected Years 1929-1979 
ntergovernmental 
PERCENT Our | Tax 


30 System: Fifty Years of 

Federal |_)Social Security Growth and Change 

state | In sharp contrast to earlier decades, 
| total taxes during the 1970s did not 

Local outstrip the growth in the economy 
(Figure 1 and Table 1). Several fed- 
eral tax cuts and growing taxpayer 
resistance to higher state and local 
taxes are primarily responsible for 
this ‘‘topping off” effect. 

Certain long-established tax 
trends did not change. Local govern- 
ments continued to fall farther 
behind in the perennial intergovern- 
mental scramble for taxpayers’ 
dollars. In 1929, the local tax collec- 
tor dominated the intergovernmen- 
tal fiscal landscape, accounting for 
nearly half of all taxes raised. By 
1979, the local share of total taxes 
had dropped to less than 13%. 

Sociai Security taxes have now 
| grown so large—an estimated $120 
| billion for the fiscal year 1979—that 

this tax has become a fourth dimen- 

sion in our intergovernmental tax 

1939 1949 1959 1969. structure. Millions of taxpayers now 

FISCAL YEARS Pay more in Social Security taxes 

Partially Estimated than they do in federal income 

taxes. In 1979, Social Security tax 

receipts will exceed those of all local 

governments by an estimated $40 
billion. 

Federal, State, and Local Taxes, as a Percentage While the states have also in- 

Of Gross National Product, Selected Years 1929-1979 creased their tax lead over local 
governments, their taxes are no 
longer rising at a faster rate than 
the growth of the economy. This 
Fiscal Public slowdown can be traced to the virtu- 
Years Sector Total al elimination of tax increases—a 
1929)? 9.4 é . characteristic feature of state tax 
1939! 14.6 : . : growth in the 1950s and 60s. 
1949 19.9 . This slowdown in state tax growth 
1959 22.9 . is likely to continue. In the last 
1969 28.4 5 : é . . year, six states—Colorado, Arizona, 
California, Iowa, Minnesota, and 
1974 28.0 . Wisconsin—have indexed their per- 
1975 27.9 ; . : . . sonal income tax against inflation. 
1976 27.0 . If this indexation movement con- 
1977 28.3 : : . . . tinues to grow it will remove most 
1978P 28.2 i . ne ae . . of the inflationary wind from the 
1979' 28.1 . 2 . state income tax sails. 

The Advisory Commission has 
urged federal and state policy- 
makers to index the income tax to 


OTHER FEDERAL 


SOCIAL 
SECURITY 


Federal 
Total Other than 


P=Preliminary. ‘Partially estimated. Based on calendar year GNP. 
Source: ACIR staft computations based on Economic Report of the President, Washington, DC, U.S. insure that higher, effective in- 


Government Printing Office, January 1979; U.S. Department of Commerce—U.S. Bureau of come tax rates are the product of 
the Census, Governments Division, various reports; Office of Business Economics, Survey of overt legislative action rather than 
Current Business, Washington, OC, U.S. Department of Commerce, various issues; and the silent, automatic consequence 
ACIR staff estimates. of inflation 
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The first three publications are 
recent reports of the Advisory 
Commission on Intergovern- 
mental Relations, Washington, 
DC, 20575. Single copies are 
free. 


Significant Features of Fiscal 
Federalism, 1978-79 Edition 
(M-115). 

This report is an update of the 
1976-77 edition. It contains 64 
tables summarizing federal, state. 
and local revenues, expenditures, 
tax burdens, employment, and earn- 
ings. 


State Community Assistance 
Initiatives: Innovations of the Late 
70s (M-116). 

The purpose of this report is to 
assist policymakers in identifying 
trends that characterize the states’ 
response to community problems 
and to facilitate the exchange of 
information among federal, state, 
and local officials on innovative 
techniques in state community as- 
sistance programs. The report pro- 
vides an overview and assessment 
of states’ achievements as well as a 
state-by-state breakdown of recent 
community assistance activities. An 
appendix provides ACIR model leg- 
islation dealing with current state- 
local aid concerns. There are, how- 
ever, no formal Commission 
recommendations. 


State-Local Finances in Reces- 
sion and Inflation: An Economic 
Analysis (A-70). 

This is the second Commission 
report on the relationship between 
federal fiscal policy and state and 
local governments. It presents the 
economic and statistical analysis 
done as background for the Com- 
mission's report on countercyclical 
aid entitled Countercyclical Aid and 
Economic Stabilization (A-69). The 
report analyzes two issues: the 
effects of state-local fiscal behavior 
on the national economy since 
World War II and the effects of the 
business cycle on state and local 
government fiscal behavior. Addi- 
tional statistics are provided in 
tables and conclusions are sum- 
marized at the end of each chapter. 


The following publications are 
available directly from the pub- 
lishers cited. They are not avail- 
able from ACIR. 


The Municipal Year Book, 1979, 
International City Management 
Association, 1140 Connecticut 
Avenue, N.W., Washington, DC 
20036. $29.50. 

Revenue Sharing with the States, 
Hearing before the Subcommittee 
on the City of the Committee on 
Banking, Finance and Urban 
Affairs of the U.S. House of 
Representatives, May 3, 1979. 
Serial No. 96-14. U.S. Govern- 
ment Printing Office, Washing- 
ton, DC 20402. 

New York’s Role in the Fiscal Af- 
fairs of Its Local Governments 
—New Directions for an Old 
Partnership, New York State 
Legislature Assembly Ways and 
Means Committee, State Capitol, 
Albany, NY 12248. 

The Model Procurement Code for 
State and Local Governments, 
American Bar Association Section 
of Public Contract Law Model 
Procurement Code Project, Suite 
601, 1700 K St. N.W., Washing- 
ton, DC 20036. 

Public Finance: Intergovern- 
mental Fiscal Relations—A Bib- 
liographic Overview, by Frank 
J. Coppa, Vance Bibliographies, 
P.O. Box 229, Monticello, NY 
61856. $1.50. 

State Government Reorganiza- 
tion: A Bibliography, by Thad 
L. Beyle and Edward W. Crowe, 
Council of State Governments, 
Iron Works Pike, Lexington, KY 
40578. $15. 

Selected Bibliography on State 
Government: 1973-1978, 
Council of State Governments, 
Iron Works Pike, Lexington, KY 
40578. $12. 

The Search for Equity in School 
Finance, 3 vols., Rand Corpora- 
tion, 1700 Main Street, Santa 
Monica, CA 90406. 

National Transportation Policies 
Through the Year 2000: Final 
Report, by the National Trans- 
portation Policy Study Commis- 
sion, U.S. Government Printing 
Office, Washington, DC 20402. 


Perspectives on Intergovern- 
mental Policy and Fiscal Rela- 
tions, U.S. General Accounting 
Office, Washington, DC 20548. 

Is the Urban Crisis Over?, U.S. 
Congress, Joint Economic Com- 
mittee, Subcommittee on Fiscal 
and Intergovernmental Policy, 
U.S. Government Printing Of- 
fice, Washington, DC 20402. 

Regional Council Representation 
in Voting, National Association 

of Regional Councils, 1700 K 
Street, N.W., Washington, DC 
20006. $10. 

Income Tax Indexing: Recent 
State Laws, Research Report 
No. 80, Federation of Tax Admin- 
istrators, 444 North Capitol 
Street, N.W., Washington, DC 
20001. $5. 

A Value-Added Tax for the 
United States? Selected 
Views, Tax Foundation, Inc., 
1875 Connecticut Avenue, N.W., 
Washington, DC 20009. $2. 


Setting National Priorities: The 
1980 Budget, Joseph A. Pech- 
man, ed., The Brookings Insti- 
tution, 1775 Massachussetts Ave- 
nue, N.W., Washington, DC ° 
20036. $4.95 paper. 

Municipal Finance Statistics, 
1978, The Bond Buyer, 1 State 
Street Plaza, New York, NY 
10004. $12 paper. 


Federalism: Recent Develop- 
ments, Future Directions, by 
Charles S. Rhyne, National In- 
stitute of Municipal Law Offi- 
cers, 839 17th Street, N.W., 
Washington, DC 20006. $10. 

Experiments in Metropolitan 
Government, by James F. Horan 
and G. Thomas Taylor, Jr., 
Praeger Special Studies, 200 Park 
Avenue, New York, NY 10017. 
$22.50. 

The Changing Structure of the 
City: What Happened to the 
Urban Crisis, Gary A. Tobin, 
ed., Sage Publications, 275 South 
Beverly Drive, Beverly Hills, 

CA 90212. $8.95 paper. 

The Federal Interest in Financing 
Schooling, Michael Timpane, ed., 
Ballinger Publishing Co., 17 
Dunster Street, Harvard Square, 
Cambridge, MA 02138. $17. 
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In sum, no other federal aid program is as un- 
popular in Washington or as popular with state 
and local governments. An outspoken foe of Gen- 
eral Revenue Sharing—Congressman Jack Brooks 
(TX)—is reported to have said if Congress had taken 
a secret vote at the time it was considering the re- 
newal of revenue sharing back in 1976, the program 
would have been voted down in both houses by a 
margin of at least 2-to-1. If Congressman Brooks’ 
assessment is correct, then the federal revenue shar- 
ing program with the states and localities can be 
characterized in Churchillian terms: 

Never in the long history of federal largesse 
have so many (40,000 governments) owed so 
much ($50 billion) to so few... cheerful givers. 

What, then, are the current prospects for renewal 
of General Revenue Sharing? 


CONGRESSIONAL DEBATES 


On two occasions since January. Congress seriously 


considered proposals that would have pulled the 
General Revenue Sharing rug out from under state 
governments as of September 30, 1979, despite the 
fact that their entitlement was not scheduled to ex- 
pire until the end of the 1980 fiscal year. 

The supporters of revenue sharing had expected 
a real fight over the renewal of this program in 1980. 
While it was widely recognized that continued state 
participation would be a major battleground, most 
of them never dreamed that the struggle would begin 
so early. Figure 1. 


The Attack on State Revenue Sharing 


The debate in both houses of Congress brought out 


both fiscal and philosophical arguments. The op- 
ponents of revenue sharing have sharply defined the 
fiscal issue—why should a deficit-ridden federal 
government continue to provide unrestricted aid to 
state governments that have moved to easy street? 
The philosophical aspects of the debate centered on 
the traditional issues—accountability, national 
priorities, and state and local government fiscal 
dependency. 


Federal Fiscal Squeeze. The cutback advocates 
argue that the federal government can no longer af- 
ford the full-scale program because its fiscal posi- 
tion has shifted radically from one of relative fiscal 
ease to that of fiscal stress. 

The floor manager for the cutback proposal, 
Senator William Proxmire (WI), put the issue this 
way: ‘The overwhelming majority of the American 
people feel, and I think they are right about it, 
that excessive federal spending is one important 
element—not the only one, but one important ele- 
ment—in the rise in prices, in keeping them as high 
as they are, and in keeping government big, burden- 
some, and often as inefficient as it is.” 

The growing stringency of the federal budget 
situation was underscored by Senator Edmund S. 
Muskie’s (ME) explanation for his decision to sup- 
port the proposed cut in the revenue sharing entitle- 


Figure 1 
A “Perils of Pauline” Chronology 
of the 
State Revenue Sharing Entitlement 


Jan. 31, 1979 Senators Bentsen and Proxmire introduced 
S. 263 to terminate the state government 
share of funds allocated to the states be- 


ginning with fiscal year 1980. 


March 7,1979 The Joint Economic Committee recom- 
mended that “Congress should evaluate 
the General Revenue Sharing pro- 
gram and should consider the pos- 
sibility of reducing or eliminating 
the portion going to the states.” 


April 13,1979 The House Budget Committee approved a 
resolution that eliminated the state share 
of federal revenue sharing ($2.3 billion) 
from the 1980 budget. 

May 7, 1979 House approved its Budget Committee's 

resolution after rejecting the Conable sub- 

Stitute amendment to restore the 1980 

fiscal year funds for the siates by a vote of 

195 to 190. The House also rejected, by a 

vote of 147 to 237. the Snowe Amendment 

to provide a 5% across-the-board cut ($2.3 
billion) in certain categorical aids to pro- 
vide the funds required to offset the reten- 
tion of state governments in the General 

Revenue Sharing program. 

May 18,1979 House and Senate Budget conferees agree 

on 1980 budget resoiution that would per- 

mit the financing of the proposed targeted 
assistance program from a part of the state 
revenue sharing entitlement. 


June 28,1979 House passed the fiscal 1980 appropria- 
tions bill that included $2.3 billion for state 
revenue sharing after rejecting two at- 
tempts to limit the states’ entitlement to 
$1.6 billion. 


July 24, 1979 Senate Appropriations Committee recom- 
mended a $684 million reduction in the 
state revenue sharing entitlement for fiscal 


1980. 


Senate rejects, by a vote of 59 to 31, the 
Appropriations Committee proposal to cut 
the state revenue sharing entitlement by 
$684 million for the fiscal year 1980. 


August 2,1979 Senate Budget Committee resolution calls 
for a 60% reduction ($1.4 billion) in reve- 
nue sharing grants for states beginning in 
fiscal year 1981. 


gh 
poy 
'g 
> 
: 
¢ 
> 
27, 1979 
a 
pas 
5 
\ 
i 


establish a permanent public ser- 
vice countercyclical aid program 
and local public works program on a 
standby basis. These programs 
would be triggered only when the 
national unemployment rate rises to 
a specified level. 


Regulatory Reform 


Regulatory reform remains a high 
priority for the Carter Administra- 
tion and the 96th Congress. The 
Administration has responsed to the 
public call for regulatory simplifi- 
cation with administrative and 
legislative actions designed to 
limit the cost and intrusiveness of 
government regulations. 

After lengthy hearings, the Sen- 
ate Governmental Affairs Commit- 
tee has begun the mark-up of regu- 
latory reform legislation. The pri- 
mary bills under consideration are 
Committee Chairman Abraham 
Ribicoff's S. 262 and the Admin- 
istration’s S. 755, related measures 
designed to assess and control the 
cost of proposed regulations and to 
assure a periodic review of certain 
existing rules. 

As the legislative mark-up pro- 
ceeds, the committee will consider 
several additional regulatory reform 
concepts included in other pieces of 
legislation. Among these are a sun- 
set process for regulatory agencies 
(S. 445 Sen. Charles Percy, IL), a 
process requiring clear justification 
for proposed rules (S. 93 Sen. 
Thomas Eagleton, MO), a legisla- 
tive veto of administrative regula- 
tions proposal, (S. 410 Sen. Sam 
Nunn, GA), a proposal granting 
Presidential authority to resolve 
conflicting agency interpretations 
of rules, (S. 1545 Sen. William Roth, 
DE), and so-called “high noon” 
proposal which establishes a Presi- 
dential commission to evaluate 
one regulatory agency per year 
(S. 1291 Sen. Edward Kennedy, 
MA). 

The Governmental Affairs Com- 
mittee’s regulatory mark-up will 
proceed through the month of Sep- 
tember. Following action there, the 
amended legislation will move to 
the Senate Judiciary Committee 
which will have 45 days for con- 


sideration of the proposal. 


Electoral College Vote 


On July 10, the Senate voted 
down SJRes 28, the proposed con- 
stitutional amendment to abolish 
the electoral college and to elect 


the President by direct popular vote. 


The measure was supported by a 
51-48 margin but fell 15 votes short 
of the two-thirds majority of Sena- 
tors present and voting which is 
required for passage of a Constitu- 
tional amendment. 

In creating the direct Presidential 
election process, SJRes 28 would 
have provided that in cases where 
no candidate received 40% of the 
popular vote, a runoff election 
would be he!d between the top two 
vote getters. The amendment would 
have taken effect two years after the 
ratification by the three-fourths of 
the legislatures. 

Those favoring the resolution 
argued that the electoral college 
system courts constituticnal disas- 
ter because it would permit a candi- 
date who lost the popular vote but 
garnered a majority of the electoral 
college votes to attain the highest 
office of the land. All states except 
Maine have a winner-take-all sys- 
tem whereby the popular vote 
winner receives all of the electoral 
college votes for that state. In 
Maine, electoral votes are awarded 
to the popular vote winner in each 
Congressional district, with two 
additional electoral votes going to 
the statewide winner. Most states 
are reticent to adopt the Maine 
approach or a proportional plan 
variation because they exert more 
election day influence under the 
electoral college system. 

Those opposing SJRes 28 argued 
that no change is needed because 
the system has operated effectively 
to date. No House action or direct 
Presidential election is planned in 
this session, and the Senate in all 
likelihood will not consider the issue 
again in this Congress. 


Legislation Introduced to Amend Buck 


Act, Allow Certain Taxes on Military Bases 


Legislation has been introduced in 


the Senate (S. 715) which would 
permit state and local governments 
to collect taxes on tobacco products 
and alcoholic beverages sold on - 
military and other federal reserva- 
tions. 

S. 715, sponsored by Sen. Henry 
Bellmon (OK), would remove the ex- 
emptions for sales of tobacco prod- 
ucts and alcoholic beverages 
through an amendment to the 
Hayden-Cartwright Act, the fed- 
eral law authorizing state and local 
taxation of gasoline sold on federal 
reservations. 

In introducing the bill, Sen. Bell- 
mon noted the substantial revenue 
lost to state and local governments 
from the federal exemption provided 
in the Buck Act of 1940. He cited 
ACIR figures from fiscal year 1975 
that states lost some $130 million 
from the sale of cigarettes 
alone. 

He also noted the inconsistency in 
the federal campaign against ciga- 
rette smoking at the same time that 
current federal law essentially 
encourages smoking by providing a 
subsidy to military personnel who 
smoke. 

Several public interest groups 
have recently supported the lifting 
of exemptions. The National Asso- 
ciation of Counties, in its July 
meeting, adopted a policy resolu- 
tion calling for removal of military 
exemptions on both sales and in- 
come taxes. The National Associa- 
tion of Attorneys General and the 
National Alcoholic Beverage Con- 
trol Association adopted resolutions 
urging Congress to amend the Buck 
Act to permit states to tax ciga- 
rettes, liquor and general sales 
items. The National Tobacco Tax 
Association and the National Asso- 
ciation of Tax Administrators have 
adopted similar resolutions for 
the past several years. 

The ACIR recommended lifting 
the bans on both income and sales 
taxes on military base purchases in 
a 1975 report, State Taxation on 
Military Income and Store Sales. 

While hearings have not yet been 
scheduled in the Senate Finance 
Committee, increased interest in 
S. 715 may spur action. 
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compliance with several elements of 
the President's September 7, 1977, 
memorandum may be obtained from 
ACIR. 


1980 Census, Mid-Decade 
Census Planning Underway 


Counting and describing over 222 
million people in 39,000 general pur- 
pose governments is no small task. 

The job is even more difficult 
when the stakes are considered: 
legislative apportionment, hospital 
planning, corporate marketing 
strategy, and, perhaps most im- 
portantly, some 83 of the 146 
formula-based categorical grants 
use population data collected in the 
census. 

The Census Bureau within the 
Department of Commerce, assigned 
this difficult task, is now in the 
final planning stages for the count 
scheduled for next year. But contro- 
versy surrounds the endeavor, and 
recent cuts by the Congress may 
well impact on the role of local 
governments in verifying data for 
their jurisdictions. 

Controversy surrounding the 1980 
census focuses on three aspects: 
undercounting of minorities and 
inner-city residents; expense; and 
overly complicated forms. 

In the 1970 census, the under- 
count of the white population was 
about 1.9%; the undercount for 
blacks around 7.7%. Many of these 
undercounts occurred in urban 
areas which have since protested 
shortchanging in federal aid as a 
result. Baltimore and Newark sued 
(unsuccessfully) in an effort to get 
their census counts raised. 

Efforts have been made to reduce 
this undercount discrepancy in 
1980, but there are still many skep- 
tics who feel that adjustments 
should be made to figures collected 
in order to achieve still more accu- 
rate data. 

The 1980 census is expected to 
cost about $1 billion—considerably 
more than its 1970 counterpart 
which cost $225 million. Much of 
the increase is due to inclusion of 
new data and more thorough cover- 
age, according to the Census 
Bureau. 


And finally, some critics rail 
against the overly complicated 
forms. One in six households will 
receive a 20-page, 68-question docu- 
ment in the mail which will take 
approximately 45 minutes to fill 
out. The rest of the country will get 
the shorter 4-page, 19-question 
survey which will take an estimated 
15 minutes to fill out. 

One element of the 1980 census of 
special interest to local officials was 
the Local Review Program which 
would allow local officials to review 
the preliminary housing and popu- 
lation counts while the census field 
offices were still open. This pro- 
gram would allow localities to dis- 
cover possible undercounts and per- 
haps make adjustments early in the 
process. It was highly popular with 
city and civil rights groups. How- 
ever, the House Appropriations 
Committee, in the course of reduc- 
ing the expenditures for the 1980 
census by 7%, recently eliminated 
its funding. Efforts are being made 
to reinstate full funding for the 
program in the Senate. 

Realizing the importance of up- 
to-date census data in federal aid 
formulas and in other uses, the 
Congress in 1976 enacted legislation 
requiring a mid-decade census of 
population beginning in 1985. The 
law was intentionally flexible and 
avoided prescribing by law the 
scope and contents of the mid- 
decade census, so that the Census 
Bureau could take into account its 
data needs for 1985. The law spe- 
cifically prohibits the use of mid- 
decade census results for apportion- 
ing the House of Representatives 
but anticipates use of the data for 
updating figures upon which fed- 
eral aid allocations are based. The 
Congress also intended the mid- 
decade program to amplify and 
clarify some of the 1980 data and 
to satisfy some of the statistical 
needs now met through special pur- 
pose surveys. a 

The Census Bureau is now solicit- 
ing views of federal agencies and 
state and local governments con- 
cerning what data they would fir.d 
most useful from the mid-decade 
census. 


Congress Considers Several 
IGR-Related Measures 


In the final weeks of the Congress 
prior to its August recess, action 
was taken on several issues of in- 
tergovernmental significance in- 
cluding countercyclical aid, regula- 
tory reform, and reform of the 
electoral college. 


Countercyclical Aid 


By a vote of 69-23, the Senate on 
August 3, approved S. 566, the “‘In- 
tergovernmental Antirecession and 
Targeted Fiscal Assistance Amend- 
ments of 1979.” 

This countercyclical aid measure, 
which received extensive considera- 
tion in the Senate Finance Com- 
mittee and its Subcommittee on 
Revenue Sharing, would provide 
2,100 economically distressed com- 
munities with $340 million in fed- 
eral aid during fiscal year 1980. 
The $340 million would be dis- 
tributed in quarterly payments to 
local governments with unemploy- 
ment rates of 6% or more. 

The Senate proposal would also 
create a standby countercyclical aid 
program for state and local govern- 
ments whose unemployment rates 
are 6% or more when the national 
rate is 6.5% or higher. The standby 
plan would provide $125 million per 
quarter plus an additional $30 mil- 
lion for each one-tenth of 1% that 
national unemployment exceeds 
6.5%. The two-tier approach is de- 
signed to accommodate both imme- 
diate needs of economically dis- 
tressed state and local governments 
and prospective needs in a time of 
severe economic downturn. 

The legislation faces stiff opposi- 
tion in the House where a Senate- 
passed measure failed passage at the 
end of the 95th Congress. 

The ACIR has recommended that 
Congress enact an ‘“‘accordion”’ 
antirecession aid program that 
automatically expands to provide 
aid to distressed jurisdictions as 
unemployment rates rise and auto- 
matically contracts to provide aid 
to fewer jurisdictions as unemploy- 

ment rates fall. The Commission 
furtner recommended that Congress 
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program to achieve a common purpose 
or single goal. 

In April the OMB submitted to the 
Congress a report assessing the imple- 
mentation of the Joint Funding 
Simplification Act of 1974. The 
OMB study found that use of the 
joint funding process has been limited: 
only ten new projects have been 
funded since the act was passed. In 
fact, more joint funding projects were 
established under the pre-1974 
demonstration project (Integrated 
Grant Administration) than under 
the act. 

Among the reasons for the limited 
usage of the joint funding process, 
the OMB report cited: 

Cinadequate OMB leadership, 
support, and oversight to assure 
aggressive compliance by 
federal agencies; 

Olack of commitment on the 
part of federal funding agencies 
to implement joint funding or 
to relate the process to their 
own program objectives; 

O problems in the design and 
administration structure of the 
joint funding circular (A-111) 
and the need for clarification 
of the relationship of A-111 
with other OMB financial 
management circulars; 

Ostatutory and administrative 
barriers to implementation of 
the act; and 

Othe permissive nature of the act 
and organization of the process 
in terms of federal agency 
participation. 

While the record under the act is 
weak, OMB found that for certain 
applications the joint funding process 
does permit the packaging of related 
programs to simplify grant manage- 
ment. 

To improve the joint funding 
process OMB recommended that: 

OC Congress extend the Joint Fund- 
ing Simplification Act of 


1974 for a minimum of five years; 


OOMB circular A-111 be re- 
viewed and reissued in a clearer 
more concise form; 

COMB assume a stronger role in 
training participants in the 
joint funding process and 
managing the execution of 
projects under the act; 


OC awards and incentives be used 
to recognize federal staff efforts 
in successful joint funding 
efforts; and 

O federal agencies cooperate with 
the White House Interagency 
Coordinating Council and 
OMB to encourage joint fund- 
ing projects, identify statutory 
and regulatory inhibitions to 
these efforts, and to encourage 
delegation of additional au- 
thorities to field offices. 

Despite the permissive language of 
the 1974 act and the poor joint fund- 
ing record, the OMB report did not 
recommend any changes in the word- 
ing of the act. 


Planning Requirements. A third 
OMB effort relates to consolidating 
and simplifying planning require- 
ments. 

Planning requirements for federal 
aid programs are tied closely to the 
paperwork problems faced by state 
and local governments. According to 
OMB analysis prior to the recent 
reforms, 160 grant-in-aid programs 
required local governments to meet 
3,500 separate planning require- 
ments. The resulting overlap and 
conflict frustrated the purposes of 
some aid programs. 

According to its report released in 
March, OMB has made significant 
progress in its bid to reduce the 
paperwork burden imposed by federal 
aid planning requirements. OMB Di- 
rector James McIntyre has noted that 
nearly all agencies participating in 
the planning simplification project 
have made improvements, with 
particularly notable progress in the 
following areas: 


OD Agriculture—The Food and 
Nutrition Service is overseeing 
the consolidation of separate 
state planning requirements for 
five child nutrition programs 
into one state plan. The five 
programs cover over $3 billion 
annually. 


O Appalachian Regional Com- 
mission and Farmers Home 
Administration—FHmA, 
wherever possible, will accept 
program priorities of ARC sub- 
state planning districts. 


O Environmental Protection 
Agency—FEPA will publish re- 
vised state and areawide water 
quality management regula- 
tions which will eliminate 50 
and consolidate or simplify 45 
of the 130 existing require- 
ments. 


O Health, Education, and Wel- 
fare—HEW has simplified half 
of the 700 planning require- 
ments under consideration. 


OInterior—The Heritage Con- 
servation and Recreation Ser- 
vice has reduced from 25 to five 
the number of mandatory plan- 
ning requirements for its $250 
million Land and Water Con- 
servation Fund. 


O Justice—The Law Enforce- 
ment Assistance Administra- 
tion has completed the con- 
solidation of the state planning 
process which, in tandem with 
proposed statutory changes, 
will result in a 75% reduction 
in paperwork. 


FRCs. In another area related to 
grant reform, the Administration has 
clarified the future of the Federal 
Regional Councils (FRCs). The Pres- 
ident has abolished the Under Secre- 
taries Group which had overseen the 
FRCs and established a direct linkage 
between the FRCs and the Inter- 
agency Coordinating Council (IACC) 
under Assistant to the President for 
Intergovernmental Affairs Jack 
Watson. The FRCs will continue as 
the Administration’s interagency 
mechanism in the field to coordinate 
the implementation of federal policies 
with the overall Administration 
policy. Further, the FRCs are to be a 
primary conduit for communication 
between state and local officials and 
the Administration. 

The FRCs also will continue their 
role as the field managers of the 
OMB grant management circulars. 
The recent Presidential review ad- 
ditionally resulted in the decision to 
permit designation of the same person 
to serve as chairperson of the FRC and 
federal co-chairperson of the Title V 
Commission for the given area. 

Further information on these ac- 
tions or on ACIR’s efforts to assess 
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One omnibus proposal which 
incorporates a number of these 
strategies is the ‘Federal Assistance 
Reform Act’ (FARA), S. 878, in- 
troduced this spring by Senators 
William V. Roth (DE), Gaylord 
Nelson (WI), John C. Danforth 
(MO), and Max S. Baucus (MT). 
Senator James R. Sasser (TN), 
Chairman of the Subcommittee on 
Intergovernmental Relations, joined 
the measure as a co-sponsor on 
August 2. 

An identical companion bill was 
introduced in the House as H.R. 
4504 on June 18. The prime sponsor 
in the House is Congressman Les 
AuCoin (OR) with co-sponsorship 
by Congressmen Clarence J. Brown 
(OH), Lee H. Hamilton (IN) and 
Tom J. Corcoran (IL). 

The five-title proposal encom- 
passes procedural, structural, and 
management steps designed to 
improve our excessively complex 
grant system. 

Title I would make uniform ten 
of the more than 30 national policy 
requirements or ‘cross-cutting 
regulations” in such areas as civil 
rights and environmental protec- 
tion. Title II would establish a 
grant consolidation process for 
federal aid programs in the same 
functional area. Title III would 
renew and strengthen the Joint 
Funding Simplification Act of 
1974. Title IV would encourage 
advance appropriation of federal 
funds. Title V would amend the 
Intergovernmental Cooperation 
Act of 1968 to provide better fed- 
eral aid information to local govern- 
ments, encourage use of the single 
state agency waiver by federal 
agency administrators, and create 
a standard statutory maintenance 
of effort provision. 

FARA was the subject of hearings 
before the Senate Subcommittee on 
Intergovernmental Relations on 
July 27. Testifying were representa- 
tives from the National Association 
of Counties, the National League of 
Cities, the American Association of 
Small Cities, the National Associa- 
tion of Towns and Townships, and 
the National Council of State 
Auditors. 

Two additional grant reform 


hearings will be held in September, 
featuring statements from the 
National Governors’ Association, 
the National Conference of State 
Legislatures, the U.S. General 
Accounting Office, the Office of 
Management and Budget and 
ACIR, among others. Hearings as 
yet are not scheduled in the House. 

In The White House 

Improvement of the federal aid 
system is one of the basic themes of 
the Carter Administration as well. 
Through several Executive Orders 
and memoranda in 1977 and 1978, the 
President launched measures to 
simplify the intergovernmental 
process, reduce governmental costs, 
and assure participation of elected 
officials and private citizens in 
federal level decisionmaking. 

The most recent example of the 
Carter Administration’s commitment 
to federal aid system reform is the 
proposed ‘‘Regulatory Reform Act of 
1979,’ one of many regulation reform 
measures now before the 96th Con- 
gress. 

The Carter proposal would require 
federal agency officials to assess the 
costs and benefits of proposed rules 
and to select from among the alterna- 
tives the most cost-effective means 
of achieving program goals. 

The Administration's statement 
on the role of state and local govern- 
ments in the inflation fight also 
underscores grant reform as a means 
of holding down governmental costs. 
The statement supports several 
principles contained in proposed 
FARA legislation including grant 
consolidation, improved joint funding, 
and simplification of certain generally 
applicable national policy require- 
ments. 


OMB Studies 

Beyond these broad gauged admin- 
istrative attempts to reform the grant 
system, a number of efforts now 
underway within the Office of Man- 
agement and Budget are designed to 
enhance specific aspects of the federal 
aid structure. 

Improving Grant Information. One 
of these projects deals with the con- 
tent and method of dissemination of 
information on federal grant-in-aid 
programs. 


OMB now is attempting to improve 
the timeliness and availability of 
federal aid data by enhancing its 
computer systems in the program 
information area through: 


O merging the data contained in 
the Catalog of Federal Do- 
mestic Assitance with data 
in the Federal Assistance Pro- 
grams Retrieval System 
(FAPRS)—a system developed 
by the Department of Agricul- 
ture to assist potential recipi- 
ents in determining which pro- 
grams might best mesh their 
needs with federal eligibility 
requirements; 

Oimproving the FAPRS output 
by providing selective retrieval 
(by section) of textual informa- 
tion in FAPRS and a report 
of circular coordination require- 
ments for programs selected; 
and 

O studying the feasibility of 
placing Treasury Circular 1082, 
used to identify grants awarded, 
on computer. A computer data 
file for federal grant awards 
obligated from the beginning of 
the current fiscal year is now 
being created for five states— 
Florida, Massachusetts, Minne- 
sota, New York, and Virginia. 

Improvements in the Catalog of 
Federal Domestic Assistance are 
underway, as well. The new sections 
in the 1979 catalog will supply the 
criteria used for the selection of pro- 
posals and examples of projects that 
have been funded. The functional 
index has been revised and expanded 
and the format for the applicant 
eligibility indexes has been revised to 
make them easier to use. OMB antici- 
pates more frequent editions of the 
catalog with two updates annually 
to supplement the original copy. 

OMB also is giving consideration to 
the means by which a notification of 
when all funds have been committed 
for a given program could be obtained 
through the catalog and FAPRS. 


Joint Funding. A second area of 
recent OMB activity in the grant 
reform area relates to the joint fund- 
ing process, which allows great recipi- 
ents to draw upon federal aid re- 
sources from more than one federal 
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the Commission in 1977—and the 
concept of ‘‘sunset legislation”’ 
specifically endorsed—as part of the 
Commission's comprehensive analy- 
sis of the intergovernmental sys- 
tem. In testimony before the Sen- 
ate Governmental Affairs Commit- 
tee in mid-June, Chairman Abra- 
ham Beame described ACIR’s posi- 
tion on sunset and encouraged 
passage of S. 2. (See ACIR News, 
page 20). 

The Congressional review process 
embodied in S. 2 is at least partially 
provided for in the Intergovern- 
mental Cooperation Act of 1968. 
However, that provision covers only 
those grants with no termination 
date and does not stipulate a re- 
view procedure for programs having 
specific authorization periods. S. 2 
would strengthen this process, sub- 
stantially expand its scope and its 
likelihood of becoming effective, 
and take a new Congressionally 
oriented approach—practically on 
an across-the-board basis—toward 
federal program evaluation. 

The sunset concept—under 
which programs or agencies would 
automatically go out of existence if 
they were not periodically reviewed 
and reauthorized by the legislature 
—was originated and has been 
highly popular at the state level. 
Since the passage of the first sunset 
law in Colorado in 1976, the idea 
has been widely embraced, with 32 
states now having sunset laws which 
focus for the most part on the re- 
view of regulatory and licensing 
activities. In addition, the states 
of Iowa and Virginia have legis- 
lated mandatory program evalua- 
tions but with an automatic ter- 
mination provision. In Kentucky 
and New Jersey, sunset reviews of 
administrative regulations are con- 
ducted under provisions of execu- 
tive orders. The City of Austin, 
Texas, also has enacted a sunset 
ordinance that applies to boards 
and commission, although it lacks 
an automatic termination pro- 
vision. 

States Act to Set Up 
Intergovernmental Forums 


During the last decade, there has 
been a dramatic increase in state 


efforts to address state-local rela- 
tions through the enactment of laws 
to increase the structural, func- 
tional, and fiscal discretion of mu- 
nicipalities and counties. States 
also have authorized and encour- 
aged local government cooperation, 
improved management and fiscal 
administration, and better methods 
of communications between local 
officials and the state legislative 


and executive branches of government. 


In the course of these efforts, 
there also has been extensive experi- 
mentation by the states with vari- 
ous types of advisory groups. For 
example, at least 20 states have 
advisory bodies to their departments 
of community affairs, while over 20 
states have a permanent or tempo- 
rary organization dealing with local 
government issues—such as a state 
ACIR. And, at least four more 
states have acted in recent weeks 
to establish or strengthen such 
mechanisms: South Carolina, Ten- 
nessee, Maine, and North Carolina. 

In the spring, South Carolina 
Gov. Richard Riley signed an 
executive order establishing a state 
ACIR. The 11-member panel draws 
its membership from the legislature; 
the municipal, county, and regional 
council associations; and the gen- 
eral public. The commission has 
been charged with evaluating the 
interrelationships among local, 
state, interstate, and federal agen- 
cies; examining and assessing the 
impact of federal and state pro- 
grams on localities; and studying 
the economic, administrative, tax, 
and revenue issues for all levels of 
government. The panel currently is 
reviewing its goals, missions, and 
research agenda for coming months. 

The Tennessee ACIR was acti- 
vated recently, following the pas- 
sage of enabling legislation last 
year. The commission is composed 
of 21 members representing city and 
county governments, the general 
public, and the state’s executive and 
legislative branches. The commis- 
sion is to serve as a forum for the 
discussion and resolution of inter- 
governmental problems. Members 
now are addressing alternatives for 
staffing, a budget, and an initial 
work program. 


Maine Gov. Joseph Brennan 
utilized the state’s first ‘‘municipal 
officials’ day’’ earlier this year to 
announce the formation of the Gov- 
ernor’s Municipal Advisory Council. 
The council is composed of 11 local 
officials, and will serve—according 
to the Governor—‘‘as an instrument 
to discuss issues of common concern 
and to help formulate policies in 
areas affecting the municipalities 
in Maine.” Issues which already 
have been the subject of discussion 
include school finance, tax exempt 
property, solid waste management, 
and state-municipal revenue sharing. 

In North Carolina, the General 
Assembly acted to codify and ex- 
pand the Local Government Advo- 
cacy Council that Gov. Jim 
Hunt had established by executive 
order last year. The council now 
is part of the new Office of Local 
Government Advocacy within the 
Governor's Office and has been 
increased from 15 to 19 members to 
include representatives from the 
legislature. The panel has a broad 
mandate to ‘‘advocate”’ local gov- 
ernment interests and to evaluate 
the impact of current and pro- 
posed state policies and programs 
on local government. 

Efforts to establish similar inter- 
governmental forums also are 
underway in such states as Ver- 
mont, New Hampshire, and Wash- 
ington. 


The White House and Congress 
Initiate Grant Reform Efforts 


Contemporary events, including 
inflationary pressure, interest in a 
balanced federal budget, and the 
slowdown in the growth rates of 
grants-in-aid, are focusing attention 
on intergovernmental grant system 
reform. During the past few months, 
reform efforts have been initiated in 
both the Congress and the White 
House. 


In Congress 


Congressional interest in reducing 
the cost of government is reflected 
in the numerous regulatory reform, 
federal mandate reimbursement, 
sunset, and paperwork reduction 
measures now before the 96th 
Congress. 
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Numerous States Reduce Taxes, 
Enact Spending, Tax Limits 


Perhaps not surprisingly, the year 
following passage of California’s 
Proposition 13 and its relatives has 
produced a spate of enactments to 
reduce state and local taxes. 

Property tax relief and income 
tax reductions were the most popu- 
lar actions, but a number of states 
produced spending or taxing limits 
as well. 

While many of the income tax re- 
ductions were geared to the middle 
income taxpayer, a number on the 
property tax front were aimed at the 
poor, near-poor, and/or elderly or 
disabled. There were several efforts 
to protect all income levels from 
automatic tax increases due to in- 
flation and to exempt certain items 
such as heating fuel, food, and drugs 
from state or local sales taxes. 

At least seven states placed ceil- 
ings on state and/or local spending 
or on property tax collections. One 
state modified an existing ceiling 
and two others placed measures on 
the ballot to limit state spend- 
ing. 

Nevada and Utah set limits on 
both state and local spending 
(Utah’s local lid is technically on 
revenues); Florida, Massachusetts, 
and New Mexico put a lid on prop- 
erty tax revenues that can be col- 
lected. Nebraska set a limit on 
local spending; Oregon on state 
spending. 

In addition, Kentucky and Ten- 
nessee enacted ‘truth in taxation”’ 
laws; Virginia tightened an exist- 
ing measure. Idaho modified a stat- 
utory spending ceiling enacted in 
1978. 

California voters will decide in 
November 1979 if they want to limit 
state and local spending; Washing- 
ton voters will decide whether to set 
a lid on state spending. 

At least 25 states enacted mea- 
sures to expand property tax relief 
programs. Direct property tax re- 
funds were provided by Utah, 
Oregon, and Montana. 

In Oregon, the state will now 
pay 30% of the property taxes due 
on an individual's homestead, up to 


a maximum of $800 per house. The 
measure also increased the maxi- 
mum property tax refunds allowed 
to homeowners and renters. 

A 1979 Montana enactment 
grants a direct payment equal to 
the lesser of the amount of property 
tax due on his principal residence 
for the current year or $65. 

In Utah, under 1979 legislation, 
an owner may claim a refund equal 
to 27% of the property taxes levied 
on the dwelling beginning in cal- 
endar year 1979. Renters are en- 
titled to a refund equal to 2.7% of 
the rent, or $100, whichever is 
greater. The legislature also re- 
duced the assessment rate from 
30% to 25% of reasonable fair cash 
value. 

There was also considerable re- 
lief provided on the income tax 
front. All told, there were eight 
actions to increase personal exemp- 
tions, seven to increase standard 
deductions, two to increase prop- 
erty tax credits, six to lower 
rates, four to adjust income brack- 
ets to inflation, and six to provide 
special rebates or credits. 

Probably the most unusual action 
took place in Wisconsin where all 
state income tax withholding was 
halted for the months of May and 
June. In addition, Wisconsin 
lowered personal income tax rates, 
‘“‘indexed’’ the income brackets to 
the change in the national con- 
sumer price index, raised the stan- 
dard deduction, provided an in- 
come tax credit equal to 12% of 
property taxes or rent constituting 
property taxes, and established a 
special tax credit equal to 16% of tax 
liability, up to $900, for 1979 only. 

Minnesota lowered the tax rate 
at the highest bracket, ‘‘indexed”’ 
the brackets and credits, raised 
standard deductions, and increased 
refunds allowed for property taxes 
or rent constituting property taxes. 

Oregon taxpayers will receive a 
9% rebate of their Oregon 1978 in- 
dividual income tax liability. Ore- 
gon also increased the personal ex- 
emption and, subject to voter 
approval at the next primary elec- 
tion, will index the amount of the 
personal exemption for each tax 
year after 1980. 


Vermont lowered its income tax 
rate from 25% to 23% of the tax- 
payer’s federal income tax liability. 
Also, any individual with an income 
below $7,000 is entitled to a tax 
credit equal to a percentage of 
the tax due. 

Twelve states enacted changes in 
their general sales taxes, many of 
these exempting drugs, food. or 
home heating fuel from the tax. 

The tax increase side of the 
ledger was primarily found in the 
selective sales taxes area. Taxes on 
cigarettes, motor fuel, and alcohol 
were increased in several states. 


Sunset Concept 
Gaining in Congress, States 


Supporters of S. 2—the “Sunset Act 
of 1979’’—increasingly are confident 
that Congress will pass a sunset 
measure this session. President 
Carter supports the sunset concept 
and has indicated that he would 
sign the bill. Mark-up on S. 2 may 
be completed by the Senate Govern- 
mental Affairs Committee by the 
end of summer. Hearings in the 
House will be held in the fall. Sun- 
set provisions also have been in- 
cluded in reauthorization proposals 
for specific programs, such as the 
Law Enforcement Assistance Ad- 
ministration. 

S.2 would limit the life of virtu- 
ally every federal program to ten 
years. There are some exceptions— 
notably civil rights activities, 
veterans’ benefits, Social Security 
and retirement programs, and fed- 
eral judicial programs. Under pro- 
visions of the bill, analysis of pro- 
grams, grouped by similar func- 
tional area, would be conducted by 
the appropriate oversight commit- 
tees. The purposes of the analyses 
would be to deterrmine whether a 
program should continue as is, be 
modified or terminated; and to iden- 
tify areas of duplication and overlap. 

The bill addresses two long- 
standing recommendations by 
ACIR: periodic review of federal 
aid programs, originally adopted 
by the Commission in 1961; and 
grant consolidation, first recom- 
mended in 1967. Both of these rec- 
ommendations were reaffirmed by 
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Dear Reader: 

I am delighted to have this 
opportunity to introduce this 
important issue of Intergovern- 
mental Perspective which pre- 
sents the case for renewal of 
General Revenue Sharing and 
for retention of the states in the 
program. 

As chief executive of a state 
that has to balance its state 
budget, I support the concept of 
a balanced budget at the federal 
level—though not by constitu- 
tional amendment. Yet, such 
balancing, after a pattern of 
deficit spending and with a 
budget as complicated and as 
immense as our federal budget, 
will not be easy. 

In an effort to aid the Ad- 
ministration and the Congress 
in this monumental task, the 
Governors of this nation are 
putting together our recommen- 
dations for categorical aid pro- 
grams which can be consolidated, 
simplified, and/or eliminated. 
We are also noting regulations 
and mandates which seem to be 
particularly costly or duplica- 
tive. The results of this effort 
should provide considerable 
guidance to the Congress and 
the Administration as to where 
to cut and how. 


It is my opinion that the 
revenue sharing program should 
be the last program to be re- 
duced or cut. It is the most 
flexible of all aid programs. 
State and local officials, who 
are closest to the needs of the 
people, can target revenue shar- 
ing dollars for use in areas they 
deem most necessary. Finally, 
revenue sharing has the lowest 
overhead costs of all programs 
and is the federal program most 
directly related to holding 
down property taxes. 

Yet, it is the revenue sharing 
program that many Congress- 
men want to cut—and most par- 
ticularly the state share. Many 
of the arguments are long-stand- 
ing and relate to Congress’ dis- 
like of ‘‘handing out”’ billions 
of dollars to states and localities 
for purposes not decided in 
Washington. Not surprisingly, 
the major strength of the pro- 
gram to recipients—its flexibility 
—is its fatal weakness in the 
view of many Congressmen who 
complain that they do not know 
how the revenue sharing money 
is being spent. 

Timely fiscal arguments are 
also raised by those on Capitol 
Hill who question why a ‘‘deficit- 
ridden”’ federal government 
should assist states to keep their 
tax rates constant or reduce 
taxes. And what about those 
legendary state surpluses, some 
ask. 

These and related questions 
are answered in this issue of 
Intergovernmental Perspective 
in an article co-authored by 
ACIR Assistant Director John 
Shannon and Senior Analyst 
Will Myers. They also present a 
strong case for keeping the states 
in the General Revenue Sharing 


program. They note that the 
fiscal and decisionmaking im- 
balances that prompted passage 
of General Revenue Sharing in 
1972 still exist in the federal 
system and the federal govern- 
ment retains its unique capacity 
to remedy these weaknesses 
through unrestricted aid to state 
and local governments. 

They point out that General 
Revenue Sharing allows state 
and local officials wide discre- 
tion in responding to the vary- 
ing demands of their constituen- 
cies—an especially important 
consideration in these times of 
reassessment of governmental 
activity and performance. And 
they make clear that the distri- 
bution of general revenue dollars 
under the present formula re- 
duces somewhat the fiscal dis- 
parities between the rich and 
poor states and between the 
have and have not localities 
within each state. 


The arguments raised in this 
issue of Perspective should prove 
timely and helpful to the Con- 
gress and the Administration in 
considering the future of Gen- 
eral Revenue Sharing. In 
March, ACIR reaffirmed its 
strong support for General Reve- 
nue Sharing, urging reauthori- 
zation for states as well as 
localities. ACIR believes the 
retention of the states in Gen- 
eral Revenue Sharing is impor- 
tant to the continued well 
being of American federalism. 

I wholeheartedly concur. 


Richard W. Riley 
Governor of South Carolina 
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Title IV of the measure would 
enhance the planning capability of 
state and local government by en- 
couraging the provision of spending 
authority for federal aid at least one 
fiscal year in advance of the fiscal 
year in progress. 

The fifth title of the bill would 
amend the Intergovernmental Co- 
operation Act of 1968 to encourage 
federal agency use of the single state 
agency waiver provision, establish a 
standard maintenance of effort provi- 
sion, and provide for better informa- 
tion about the availability of federal 
aid funds. 

Introduction of FARA in the House 
of Representatives is expected shortly, 
and hearings on the bill are antici- 
pated this summer. 


ACIR Financial Management Project 
Offers Technical Assistance to States 


State technical assistance in areas 
varying from fiscal notes to invest- 
ment pools will be provided to states 
thanks to an ACIR project to help 
states improve their state-local fi- 
nancial management systems. 

The selection of these states con- 
stitutes the third and final phase of a 
project funded by the Department of 
Housing and Urban Development 
entitled State Initiatives in Local Fi- 
nancial Management Capacity 
Building. The project, which has 
drafted or revised 19 model state bills 
in the area of financial management, 
is a coordinated effort of the Com- 
mission, the National Conference of 
State Legislatures, and the National 
Governors’ Association. 

The National Governors’ Associa- 
tion will work with the following states: 


O Florida which has identified 
four areas where NGA and 
ACIR can provide technical 
assistance: financial emergencies, 
pensions, audits, and an alter- 
native bond validation process; 

O Michigan which will be pro- 
vided technical assistance on 
municipal finance, the role of 
the state in the fiscal affairs of 
local governments, and imple- 
mentation of a state mandates 
provision; 

O New Hampshire which will 
work on local government ac- 


counting, auditing, and finan- 
cial reporting as well as develop 
and institute a fiscal notes 
procedure; 

O Missouri which has requested 
technical assistance to empha- 
size fiscal relief to local govern- 
ments, a reorganization of 
state aid programs and pro- 
grams of state compensation to 
local governments for state- 
owned property; and 

O Arkansas which will work with 
NGA and ACIR on its local 
government accounting, audit- 
ing, and financial reporting 
system, in conjunction with a 
review of its state aid system: 
will set up a commission to 
review its pension system; and 
will prepare to review constitu- 
tional limitations on state and 
local borrowing and local taxing 
powers. A commission will also 
be established to explore the 
adoption of other bills contained 
in the financial management 
package. 


The National Conference of State 
Legislatures has already begun short- 
term technical assistance in three 
states. ACIR and NCSL will provide 
services to those states as follows: 

OC New Hampshire—A special 
committee on fiscal notes has 
been established to review the 
possibility of such legislation 
with a small staff. A series of 
monthly meetings has been held 
since March and legislation 
developed through those ses- 
sions will be introduced shortly; 


ONew York—The committee 
staff of the Assembly Ways and 
Means Committee is working 
with NCSL and ACIR to re- 
view pooled insurance pos- 
sibilities in the state. Legisla- 
tion will be developed and 
introduced based on ACIR’s 
model bill and a review of legisla- 
tion in other states; and 

O Massachusetts—A special 
committee has been established 
to prepare state mandates iegis- 
lation and computerize man- 
dates in the areas of education, 
public health, and public works. 


In addition, ACIR will provide 
technical assistance to states con- 
sidering legislation in the areas 
covered by the model legislation. 

Finally, HUD, ACIR and several 
public interest groups will co-sponsor 
regional conferences on local govern- 
ment financial management. The 
first conference will be held beginning 
June 7 in Detroit. 


ACIR Staff Testifies on 
Law Enforcement, 1980 Budget, and GRS 
ACIR assistant directors recently 
testified before Senate Budget and 
Judiciary Committees and the House 
Subcommittee on the City on three 
timely issues: law enforcement, fiscal 
issues relevant to consideration of the 
1980 budget, and the states and gen- 
eral revenue sharing. 

On February 9, Assistant Directors 
David Walker and Carl Stenberg 
testified before the Senate Judiciary 
Committee on S. 241, the “Justice 
System Improvement Act of 1979,"’ a 
measure to restructure and reautho- 
rize the Law Enforcement Assistance 
Administration (LEAA). 

All in all, the two said the bill offers 
“significant potential for developing 
better intergovernmental relation- 
ships in the justice area. It does not 
repeat the mistakes of the past, and 
for the most part does build on what 
has worked successfully.” 

Assistant Director John Shannon 
testified before the Senate Budget 
Committee, March 16, on current fiscal 
issues that affect the current and 
future intergovernmental system. 

On May 3, he testified before the 
House Subcommittee on the City on 
the states and general revenue sharing. 

Shannon shared with the subcom- 
mittee the Commission's recent posi- 
tion in support of maintaining the 
portion of revenue sharing going to 
states in spite of the marked improve- 
ment in their general fiscal position. 

‘From the standpoint of strength- 
ening and maintaining the federal 
system, exclusion of states from gen- 
eral revenue sharing would be a 
devastating blow,” he said. “It would 
serve as one more sign that Washing- 
ton has little interest in recognizing 
the states’ pivotal role in the federal 
system.” 
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The first publication is a recent 
report of the Advisory Commission 
on Intergovernmental Relations, 
Washington, DC 20575. Single 
copies are free. 


A Catalog of Federal Grant-in- 
Aid Programs to State and Local 
Governments: Grants Funded 
FY 1978 (A-72). 

This report is an update of ACIR’s 
1975 catalog of federal grant-in-aid 
programs. Information given for the 
492 categorical aid programs includes 
U.S. Code citation, grant type, for- 
mula factors, maximum federal share, 
purpose of the grant, and administer- 
ing agency. Tables indicate where 
changes have occurred since 1975 for 
general characteristics including type 
of grant, eligible recipient, and ad- 
ministering agency. 

The following publications are 
available directly from the pub- 
lishers cited. They are not avail- 
able from ACIR. 

Domestic Consequences of United 
States Population Change, U.S. 
House of Representatives, Select 
Committee on Population, U.S. Gov- 
ernment Printing Office, Washington, 
DC 20402. 

Tax and Expenditure Limitations, 
1978, National Governors’ Associa- 
tion, Center for Policy Research, 
Hall of the States, 444 North Capitol 
Street, Washington, DC 20001. $3.00 
Development Needs of Small 
Cities: A Study Required by Section 
113 of the Housing and Community 
Development Act of 1977, by the 
U.S. Department of Housing and 
Urban Development, U.S. Govern- 
ment Printing Office, Washington, 
DC 20402. 

Governing the American States: 

A Handbook for New Governors, 
National Governors’ Association, 444 
North Capitol Street, Washington, 
DC 20001. 

State Budgeting in Ohio, by Richard 
G. Sheridan, Ohio Legislative Budget 
Office, 20 East Broad Street, Colum- 
bus, OH. 

Indexation: A Selected Bibliog- 
raphy, by Felix Chin, Vance Bibliog- 
raphies, P.O. Box 229, Monticello, 
IL 61856. $3.00 


The Sunbelt Issue: The ‘Decline’ 

of the North and the Rise of the 
‘South,’ by John P. Worsham, Jr., 
Vance Bibliographies, P.O. Box 229, 
Monticello, IL 61856. $1.50 
Congress and the Budget, by Joel 
Havemann, Indiana University Press, 
10th and Morton Streets, Blooming- 
ton, IN 47401. $12.95. 

Urban Policy and Politics in a 
Bureaucratic Age, by Clarence N. 
Stone, Robert K. Whelan, and William 
J. Murin, Prentice-Hall, Inc., Engle- 
wood Cliffs, NJ 07632. $9.95. 

Citizen Participation in America: 
Essays on the State of the Art, by 
Stuart Langton, Lexington Books, 
D.C. Health and Co., 125 Spring 
Street, Lexington, MA 02173. $12.95. 
Can Government Go Bankrupt?, by 
Richard Rose and Guy Peters, 

Basic Books, 404 Park Avenue 
South, New York, NY 10016. $12.50 


Regional Impacts of Federal Fis- 
cal Policy, by Thanos Catsambas, 
Lexington Books, D.C. Health and 
Co., 125 Spring Street, Lexington, 
MA 02173. $14.00. 

Improving Management of the 
Public Work Force: The Challenge 
to State and Local Government, 
Committee for Economic Develop- 
ment, 477 Madison Avenue, New 
York, NY 10022. $5.00. 


Proposition 13: Prelude to Fiscal 
Crisis or New Opportunities?, U.S. 
House of Representatives, Committee 
on Banking, Finance and Urban 
Affairs, Subcommittee on the City, 
U.S. Government Printing Office, 
Washington, DC 20402. 

Small Cities: How Can the Federal 
and State Governments Respond 

to Their Diverse Needs?, U.S. 
House of Representatives, Committee 
on Banking, Finance and Urban 
Affairs, Subcommittee on the City, 
U.S. Government Printing Office, 
Washington, DC 20402. 


State and Local Budget Surpluses 
and the Effect of Federal Macro- 
economic Policies, U.S. Congress, 
Joint Economic Committee, Sub- 
committee on Fiscal and Intergov- 
ernmental Policy, U.S. Government 
ri Office, Washington, DC 


Goodbye to Good-Time Charlie: 
The American Governor Trans- 
formed, 1950-1975, by Larry 
Sabato, D.C. Heath and Co., 125 
Spring Street, Lexington, MA 02173. 
$20.00. 

Regional Growth and Decline in 
the United States: The Rise of the 
Sunbelt and the Decline of the 
Northeast, by Bernard L. Weinstein 
and Robert E. Firestine, Praeger 
Special Studies, 200 Park Avenue, 
New York, NY 10017. $15.95. 
Government Budgeting: Theory, 
Process and Politics, edited by 
Albert C. Hyde and Jay M. Shafritz, 
Moore Publishing Co., 701 South 
Gunderson Avenue, Oak Park, IL 
60304. $10.00. 

Financing an Urban Government: 
The Final Report of the District 
of Columbia Tax Revision Com- 
mission, Office of the Secretary, 
Council of the District of Columbia, 
1st Floor, District Building, 14th & 
E Streets, NW, Washington, DC 
20004. $3.00. 

Studies and Papers Prepared for 
the District of Columbia Tax 
Revision Commission, U.S. House 
of Representatives, Committee on 
the District of Columbia, U.S. Gov- 
ernment Printing Office, Washing- 
ton, DC 20402. 


State and Local Government Fi- 
nance and Financial Management: 
A Compendium of Current Re- 
search, edited by John E. Petersen, 
Catherine Lavigne Spain, and 
Matharose F. Laffey, Municipal Fi- 
nance Officers Association, 180 North 
Michigan Avenue, Chicago, IL 

60601. $18.00. 


State Policies and Federal 
Programs: Priorities and Con- 
straints, by Peter Passell and 
Leonard Ross, Praeger Special 
Studies, 200 Park Avenue, New 
York, NY 10017. $16.95. 


Limiting State Taxes and Expendi- 
tures, Council of State Governments, 
P.O. Box 11910, Iron Works Pike, 
Lexington, KY 40578. $3.00. 


The Legislator’s Guide to State 
Tax and Spending Limits, National 
Conference of State Legislatures, 
1405 Curtis St., Denver, CO. 80202. 
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Senator Sasser, Governor Riley 

Named to Advisory Commission 

U.S. Senator James Sasser of Tennes- 
see and South Carolina Governor 
Richard W. Riley were named to 
ACIR in March. 

The appointment of Sen. Sasser, 
chairman of the Senate Intergovern- 
mental Relations Subcommittee, 
continues the long history of a link 
between the ACIR and the subcom- 
mittee established by Senator Edmund 
Muskie (ME). He was appointed to 
the Commission by Vice President 
Mondale, serving in his capacity at 
President of the Senate. 

Gov. Riley served on the Commis- 
sion from 1977-78 as a private mem- 
ber. Prior to that he served in the 
South Carolina House of Representa- 
tives and Senate for 13 years. He was 
elected Governor in November 1978. 

Gov. Riley was selected by the 
President from nominees submitted 


by the National Governors’ Association. 


Commission Urges Revenue Sharing Renewal, 
Proposes Changes in Citizen Participation 

In its meeting March 23, the ACIR 
adopted recommendations in two key 
areas: general revenue sharing and 
citizen participation requirements. 

The Commission urged the Admin- 
istration to fully support, and the 
Congress to renew the general revenue 
sharing program, retaining as recipi- 
ents both state and local governments. 

Further, the Commission recom- 
mended that, in light of inflation, 
provisions be added so that the pur- 
chasing power of the general revenue 
sharing dollar would be maintained. 

The Commission made its recom- 
mendations after reviewing the 
changed fiscal conditions of federal, 
state, and local governments as well 
as the acute fiscal pressure currently 
felt at the federal level to slow gov- 
ernmental growth. 

‘These trends increase rather than 
reduce the need for flexible, un- 
restricted aid to the state and local 
sector,” said the Commission. “‘It is 
clear that the unrestricted aid pro- 
vided in revenue shering is the best 
means to this end.”’ 

The ACIR first supported the con- 
cept of general revenue sharing in 
1967. It reaffirmed its support for the 
program in 1972 and i974. 


The Commission also made severai 
key recommendations relating to 
citizen participation. It recommended 
that governments at all levels provide 
sufficient authority, responsibility, 
resources, commitment, and leader- 
ship for effective citizen participation 
in their own activities, including 
budgeting and financial decision- 
making, in addition to the elective 
political process. 

Its primary recommendation dealt 
with the over 150 federal aid require- 
ments that mandate certain citizen 
participation procedures at the state 
and local levels. The Commission 
urged passage of legislation setting 
forth general citizen participation 
policies to be applied consistently 
throughout the federal aid system. 

In addition, it recommended that the 
President designate a single Execu- 
tive Branch agency with authority to 
ensure the consistent application and 
evaluation of these pclicies in the 
administration of federal aid pro- 
grams. 

Following a briefing by Senator 
William Roth (DE), the Commission 
endorsed the ‘‘Federal Assistance 
Reform Act” (S. 878), a measure 
sponsored by Sen. Roth and others, 
which would implement several key 
ACIR recommendations to improve 
federal grant management. 

In another action, the Commission 
directed the ACIR staff to study and 
report on the full range of alternative 
ways to restrain federal taxing and 
spending including the constitutional 
amendment requiring federal budget 
balancing that has been called for by 
numerous state legislatures. 

It considered a staff report on 
federal aid bias dealing with the possi- 
bility of using a ‘representative tax 
system”’ as a fiscal capacity measure 
and of incorporating a ‘‘cost of gov- 
ernment’ index in federal aid formu- 
las. Following some discussion, the 
Commission decided to postpone 
action on these issues until a later time. 

At the urging of Robert Carswell, 
deputy secretary, Department of the 
Treasury, the Commission agreed to 
consider the area of tax exempt state 
and local bond issuances for home 
mortgages. The ACIR role will be to 
evaluate current research in the area 
of tax exempt mortgage financing and 


develop policy recommendations for 
the use of tax exempt bonds. 


A bill designed to restructure and 
improve the federal assistance system 
has been introducéd in the Congress 
by Senators Roth (DE), Nelson (WI), 
Danforth (MO), and Baucus (MT). 
The “‘Federal Assistance Reform Act” 
(FARA), S.878, was drafted by the 
Senate Intergovernmental Relations 
Subcommittee staff with the coopera- 
tion of ACIR staff. 

Based largely on ACIR recom- 
mendations, the FARA proposal 
combines improved grant manage- 
ment practices, a procedure for struc- 
tural changes in the categorical sys- 
tem, and standard use of national 
policy requirements to affect a basic 
reordering of the federal aid system. 

Title I would create a single set of 
requirements in each of ten national 
policy areas including environmental 
quality, equal employment opportu- 
nity, and planning requirements. 


These requirements are now interpreted 


independently by the various grantor 
agencies, leading to considerable con- 
fusion, increased costs, and decreased 
service delivery at the grant recipient 
level. Title I, while maintaining the 
strength and authority of these 
requirements, would simplify the 
process by which they are applied. 

Title II is an attempt to improve a 
frequently identified source of grant 
system inefficiency—the proliferation 
of categorical grant programs. This 
title would encourage grant consolida- 
tion by authorizing the President to 
send packages of consolidation candi- 
dates to the Congress for its considera- 
tion. Congress would be required to 
pass judgment on the packages within 
a 90-day period. 

Administrative packaging of grants 
in the same project area is a third 
means contained in FARA for im- 
proving the federal aid system. Title 
III would renew, rename, and revise 
the rather weak Joint Funding 
Simplification Act of 1974 to en- 
courage and expedite use of the joint 
funding process whereby recipients 
can receive funds from various grant 
programs to achieve a single purpose 
or goal. 
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tax burden is judged to be too high. The reduction can 
be executed quickly and has for its main advantage 
the obvious and popular benefit it confers on tax- 
payers. 

It can also be argued that a reduction in taxes will 
tend to slow down the growth in government spending. 
This point of view is supported by Parkinson’s Second 
Law—‘'Expenditures rise to meet revenues and to 
exceed them.”’ It is also the position of Howard Jarvis, 
who notes, ‘‘They can’t spend what they don’t have.” 

While Congress has demonstrated an ability to 
spend what it does not have—14 deficits in the last 15 
years—there is growing evidence to suggest that public 
opinion is now forcing the Congress to pursue more 
conservative budget policies. Thus, a major tax cut 
could at least have the short run effect of slowing 
down the growth in expenditures, although it would 
certainly complicate the task of balancing the budget. 

The proponents of the tax cut confront this balanced 
budget issue by arguing that an income tax reduction 
will stimulate private initiative and business activity, 


thereby generating an increase in tax revenue. The 
preponderant view, however, is that we cannot simul- 
taneously make a significant cut in income taxes and 
still balance the budget in 1981. 

In the long run, there is no guarantee that income 
tax reductions will necessarily slow down government 
growth. It can be argued, for example, that if the cur- 
rent taxpayer revolt dies down, Congress might revert 
to heavy deficit financing as the easy way to paper 
over the shortfall between revenues and rapidly rising 
expenditures. 


Expenditure Control. The policy aimed most di- 
rectly at slowing the growth of government spending 
is one that controls the overall spending level. 

Many assert that once programs get on the books 
they have a tendency to grow, and that the current 
size of the government sector feeds inflation. A reduc- 
tion in the rate of growth or in the real level of expendi- 
tures, they argue, would moderate future revenue 
needs and slow the inflationary climb. 


Type of Restraint 


Table | 
A Classification of Various Proposals for Introducing Greater Fiscal Restraint at the Federal Level 


Character Of Restraint (Political Implementation Strategies) 


(Fiscal Policies) 


Balanced Budget 
Controls 


Ad Hoc Adjustments 
(Current Policy) 
1A 
Ad hoc moderate tax 
reductions. 


WA 
Slowdown in expendi- 
ture growth—no major 
new initiatives, most 
existing programs 
funded at current 
service levels. Some 
program reductions. 


A gradual reduction in 
budget deficits. 


NOTE: Moving from left to right, the restraints become more 
ACIR recommendation. 
2 Public Law 96-5—beginning with the fiscal year 1981, Congress must consider a balanced budget resolution. 
3 Certain proposals for amending the Constitution are even more restrictive—S.J. Res. 18 (Sen. Thurmond) also contains a provision 


Indirect Statutory Con- 
trois (Strengthened 
Political Accountability) 
IB 
indexation to prevent 
unlegisiated tax rate 
increase due to infla- 

tion 


“Sunset” legislation 
that requires Congress 
to evaluate systemati- 
cally the effectiveness 
of existing programs! 


1B 
If President and Budget 
Committees submit 
unbalanced budgets, 
they must also submit 
balanced budget alter- 
natives (Long Amend- 
ment) ? 


Direct Statutory 
Controls 
Ic 

Statutory income tax 
limits tied to specified 
percentages of a na- 
tional income measure 
(Kemp-Roth and Jarvis 
tax proposals). 


lic 
Statutory spending 
limits tied to specified 
percentages of a na-_ 
tional income measure 
(Kemp-Roth expenditure 
proposal). 


Statutory mandate for 
balanced budget 
(Dole proposal) . 


restrictive or more difficult to alter or both. 


Direct Constitutional 
Controls Subject to 


Extraordinary Majority Rule 


ID 
Income tax collections 
tied to specified per- 
centages of a national 
income measure, unless 
restrictions lifted with 
extraordinary majority 
approvz! in botr houses. 

Expenditures tied to 
specified percentages 
of a national income 
measure, unless restric- 
tion lifted with extra- 
ordinary majority ap- 
proval in both houses 
(National Tax Limita- 
tions Committee proposal). 

Wid 
Deficits prohibited unless 
approved by extra- 
ordinary majority vote 
in both houses (Most 
commen of the Consti- 
tutional proposals) 2 


for repayment of the national debt; S.J. Res. 16 (Sen. Wallop) requires that revenues after the third year exceed expenditures by at least 
5% for the next 20 years. ; 


SOURCE: ACIR staff analysis. 
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interest of promoting political ac- 
countability in taxing decisions and 
eliminating what it termed the “‘infla- 
tion tax.”’ 


The Minnesota indexing measure, 
passed as part of the $730 million tax 
relief program, is a comprehensive one 
under which the personal credits, 
maximum standard deduction, maxi- 
mum exclusion level for the low in- 
come allowance, and the income 
brackets will be indexed. The adjust- 
ment factor for the credits, standard 
deduction, and low income allowance 
will be the annual change in the 
Minneapolis-St. Paul Consumer Price 
Index (CPI); the income brackets will 
be indexed by only 85% of the change 
in the CPI. The bill passed in the last 
days of the legislature and has not yet 
been signed by the Governor. 

The Wisconsin indexation law was 
adopted as part of a comprehensive 
$490 million property and income tax 
reform and reduction package. Under 
the act, the income brackets, but not 
the standard deduction or personal 
exemption, will be indexed annually 
by the change in the national CPI 
beginning with tax year 1980. The 
brackets may not be increased by 
more than 10% in any one year and 
are not to be reduced below their 
1979 levels. The Legislative Fiscal 
Bureau estimates that with 7% infla- 
tion, indexation will provide an indi- 
vidual taxpayer a maximum savings 
of $47 and will reduce state revenues 
by approximately $37 million in the 
first year. 

The indexing bill approved by the 
Iowa legislature, but not yet signed 
into law, is narrower in scope than 
the other two. Under the bill, the 
personal income tax brackets will be 
indexed in the 1979 and 1980 tax 
years. The indexation factor to be 
used in 1979 is one-fourth of the 
percentage change in the U.S. CPI in 
calendar year 1978; and for 1979, the 
factor will be one-half of the change 
in the CPI during calendar year 1979. 
Indexation is to take effect only if the 
unobligated general fund cash balance 
on June 30 of the tax year is greater 
than $60 million An interim legislative 
committee is being formed to study 
extending and expanding the scope of 
the new law. 


The indexation bill vetoed in 
Montana would have indexed the 
personal exemptions, standard deduc- 
tion, and income brackets by the 
change in the U.S. CPI during the 
previous year, effective with the 1981 
tax year. In his veto message, Governor 
Judge cited several reasons for his 
disapproval including that the actual 
revenue loss would be substantially 
larger than contemplated because of a 
separate enactment increasing the 
personal exemption from $650 to 
$800. In addition, he felt that indexa- 
tion at the state level was a relatively 
unproven concept and that Montana 
would be well to review the experience 
of other states implementing similar 
laws and reconsider the measure at 
the 1981 session. The interim legis- 
lative Revenue Oversight Committee 
will be studying indexation prior to 
the next session. 


Other states where indexing mea- 
sures have been introduced include: 
California, Georgia, Ilinois, lowa, 
Kansas, Maine, Minnesots, North 
Carolina, North Dakota, Ohio, 
Oklahoma, Oregon, South Carolina, 
and Utah. Most of the proposals 
would index the income brackets, 
personal exemption allowance and 
standard deduction by the change 
in the state, local, or U.S. Consumer 
Price Index. The Maine and Utah 
bills, similar to the Colorado statute 
enacted last year, would have 
the legislature set the inflation factor 
based on price index data from execu- 
tive agencies. The California pro- 
posal would amend the 1978 statute 
to provide for the adjustment of the 
income brackets by the full change in 
the state CPI rather than the state 
CPI minus 3% as approved last year. 

Bills to index the federal personal 
income tax code have also been intro- 
duced in both houses of Congress. 
H.R. 365, the ‘“Tax Indexing Act,” 
introduced by Representative Gradison 
(OH), would index the income brackets 
and the personal exemptions for 
changes in the U.S. CPI. The bill, 
which has attracted over 120 co- 
sponsors, is awaiting action in the 
House Ways and Means Committee. 
A companion measure (S. 12) intro- 
duced by Senator Dole (KS) has been 
referred to the Senate Finance Com- 


mittee as has S. 211, introduced by 
Senator Hart (CO), which would 
index only the income brackets. 
Similar legislation was introduced in 
both the 94th and 95th Congress, 
and hearings were held on the Senate 
side in April 1978, but an indexing 
bill has yet to reach the floor of either 
chamber. 

The potential for indexation at the 
federal level can be seen from an 
analysis by the Congressionai Joint 
Committee on Taxation of the effect 
of inflation on the $12.9 billion in 
individual tax reductions contained 
in the Revenue Act of 1978 (P.L. 
95-600). 

Assuming an inflation rate of 7% 
in 1979, the committee estimates that 
single taxpayers and married couples 
with no dependents will actually 
receive only around 25% of their legis- 
lated “tax reduction,” over 75% will 
go back to the government in tax in- 
increases caused by inflation. Simi- 
larly, a family of four will lose from 
50% to 70% of the intended reduction 
thanks to the inflation-income tax 
interplay. In a number of cases, the 
tax increase caused by 7% inflation 
is actually greater than the reduction 
provided by the Congress. Indexation, 
on the other hand, would hold tax 
increases to the rate of inflation and 
preserve a greater portion of the 
legislated tax reduction. 
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The case (Goolsby v. Blumenthal) 
involved a road widening project by 
the city of Macon, GA, which dis- 
placed several tenants including Mrs. 
Goolsby. Since revenue sharing funds 
were used to help finance the project, 
Mrs. Goolsby charged that the city 
must pay relocation assistance to he1 
and other tenants. Z 

The latest decision is in line with 
earlier court rulings that revenue 
sharing funds must be treated as 
revenues collected by state or local 
government, not as a traditional 
grant-in-aid program. It is significant 
because there are over 35 other federal 
statutes which place requirements on 
federally funded projects. 


State Courts 

The Georgia Supreme Court re- 
cently struck down that state’s local 
option sales tax law. Specifically, the 
court invalidated the revenue distribu- 
tion formula by which sales tax 
revenues went to cities and countries. 
The immediate impact of the court’s 
ruling was to elirminate the mechanism 
for distributing sales tax revenues 
among approximately 250 local juris- 
dictions, and thus create the potential 
for major property tax increases. 

The resolution of the local option 
sales tax issue became a priority item 
for the 1979 Georgia General As- 
sembly. After several weeks of inten- 
sive negotiations and consultations 
with local officials, Governor Busbee 
and the legislature agreed to an 
“interim” solution that the Governor 
signed in early April. 

Under the new law, that will expire 
in mid-1981, counties will become 
local option tax districts. Since there 
is no rule of uniformity, county and 
municipal officials in each district 
must agree upon a distribution for- 
mula for their sales tax revenues. If 
no agreement is reached in 60 days, 
the revenues are lost. 

Several options currently are under 
consideration for a long-term solution 
including a constitutional amend- 
ment providing for a permanent local 
option sales tax, and the replacement 
of the local option with a statewide 
sales tax. 

Two decisions by the Illinois high 
court will result in added local reve- 


nus on the one hand, and a potential 
major local revenue loss on the other. 

In the first case, the court’s ruling 
will provide a one-time $3.5 million 
rebate to municipalities. The windfall 
came from a ruling that a reduction 
in the service fee charged by the state 
for collecting sales and service occupa- 
tion taxes for municipalities was in 
effect five months earlier than the 
state actually lowered the fee. 

The decision in the second case 
could mean that local governments 
and school districts will lose about 
$500 million next year. At issue was 
the personal property tax on corpora- 
tions which was to have been abolished 
in January 1, 1979, then replaced by 
the legislature, according to a provi- 
sion added to the state constitution 
in 1970. Since it had not been re- 
placed, the question related to whether 
continued imposition of the tax was 
constitutional. The high court ruled 
that the tax could not be levied or col- 
lected for calendar 1979 and future 
years until a replacement tax was 
approved. However, the court did rule 
that 1978 taxes, which are not col- 
lected until 1979, are not affected. 
Replacement proposals are under 
review by the legislature. 


A Minnesota tax court has declared 
unconstitutional a 1973 law estab- 
lishing limited market values for 
property tax purposes. The three- 
judge panel stated that the law 
created a ‘‘dual system”’ for market 
values that resulted in unreasonable 
tax burdens on some properties in 
relation to others. The purpose of the 
law was to keep the taxable value of 
property from skyrocketing. However, 
major variations in assessment limits 
in different jurisdictions and the scope 
of coverage have led to increasing dis- 
satisfaction with the law in recent 
years. An appeal to the state supreme 
court is not expected. However, the 
legislature is expected to address the 
problem this year during the con- 
sideration of an omnibus tax measure. 

A Denver district court had ruled 
that Colorado’s school finance sys- 
tem is unconstitutional. Financing 
largely is provided from local property 
taxes. The court determined that 
equal financing was not provided for 
poor and rich districts and that the 


finance system violated the Equal 
Protection Clause of both the U.S. 
and Colorado Constitutions. 

The state was given two years to 
produce a plan that would comply 
with the court’s ruling. The court 
stated that equalization could be 
achieved in a number of ways, and 
offered district boundary realign- 
ments, removal of industrial and 
commercial properties from the tax 
rolls, and the distribution of a state- 
level tax on the basis of educational 
and fiscal need as possible alternatives. 

Governor Lamm has indicated that 
the state will appeal the decision. 


Various States and the Congress 
Consider income Tax indexation 


As inflation continues to run at near 
double digit rates and taxpayer unrest 
continues, executive and legislative 
officials across the country are look- 
ing at indexation of the personal 
income tax as one way to ease the 
impact of inflation on the citizenry 
and provide broad based tax relief. 

Action by the 1979 Wisconsin, Iowa, 
and Minnesota legislatures brings to six 
the number of states enacting indexa- 
tion laws in the last two years. Ari- 
zona, Colorado, and California 
passed such laws in 1978, and the 
Arizona measure, which was effective 
for 1978 only, will be extended through 
1979 under a bill approved by the cur- 
rent legislature. A comprehensive bill 
to index the Montana personal in- 
come tax was approved by both 
houses of the legislature but vetoed 
by the Governor. 

Bills indexing at least part of the 
income tax code were introduced in 
over a dozen other state legislatures 
and overall indexing measures are 
currently before the U.S. Congress. 

Under an indexation scheme, fixed 
dollar provisions of the tax code, such 
as income brackets, personal credits 
and exemptions, and the standard 
deduction, are increased annually by 
the rate of increase in the general 
price level, thus eliminating the tax 
increases which would otherwise 
occur from the natural interaction of 
inflation and a progressive tax. In 
1976, ACIR recommended that the 
federal and state governments index 
their personal income tax in the 
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before both houses of Congress as S. 2 
and H.R. 2. The basis of this proposal 
is found in Title I which requires 
that all government programs except 
for a number of enumerated excep- 
tions, be reviewed and reauthorized 
at least once every ten years. 

The bill groups programs for reau- 
thorization by subfunctional cate- 
gories of the budget and is designed 
to enable Congress to reauthorize 
similar programs at the same time 
and to balance its workload over the 
ten-year cycle. 

The sunset proposal also permits 
Congressional committees to select 
programs under their jurisdiction for 
a more comprehensive reexamination 
and authorizes the creation of a com- 
mission to study the effectiveness of 
government at all levels and to assist 
in the implementation of the sunset 
process. 

While the ACIR has not examined 
or endorsed either S. 2 or H.R. 2, it 
has been on record in support of the 
periodic review of federal aid programs 
since 1961. In its 1977 report Cate- 
gorical Grants: Their Role and 
Design, the Commission called for 


enactment of federal sunset legislation. 


Buck Act Amendments 

On March 21, Senator Bellmon 
(OK) introduced S. 715 which would 
amend the Buck Act to permit state 
and local governments to collect taxes 
on alcoholic beverages and tobacco 
products sold or consumed on military 
and other federal reservations. 

Passage of S. 715 would implement 
in part a 1976 ACIR recommendation 
that Congress amend the Buck Act 
to allow the application of state and 
local sales and excise taxes (includ- 
ing tobacco and liquor) to all military 
store sales in the United States. 

The Buck Act, passed in 1940, 
permitted state and local governments 
to tax certain transactions occurring 
in federal areas but excluded state 
and local taxation of transactions at 
post exchanges, commissaries, and 
ship's stores. 


Federal, State Court Decisions 
Affect State, Local Governments 


In recent months, both federal and 
state courts have issued rulings of 


considerable intergovernmental 
significance. 

Two federal court decisions in- 
volved federal funds and their impact 
on state or local structure and func- 
tions. Another important case dealt 
with applicability of broad cross- 
cutting requirements to general 
revenue sharing. 

The state court decisions covered 
the gamut from local option sales taxes 


in Illinois to school finance in Colorado. 


Federal Courts 

Premier among these decisions was 
the U.S. Supreme Court's refusal on 
March 6 to hear Thornburgh v. 
Casey, letting stand the Pennsylvania 
Supreme Court's decision in Shapp 
v. Sloan that the legislature there 
does have the right to appropriate 
federal funds. 

Citing want of a ‘substantial 
federal question,”’ the Court denied 
the petitions of a coalition of 32 
organizations representing higher 
education, public schools, minority 
groups, and labor urging the Court to 
take the case. 

In an amicus brief submitted by 
the Department of Justice, the 
Solicitor General urged the Court to 
dismiss the case, calling it ‘‘a dispute 
between two branches of the state 
government over whether the state 
wishes to receive a federal grant.”’ 

‘*Although it may be that Congress 
could alter the structure of state gov- 
ernment in some respects,”’ continued 
the brief, ‘‘whether it has done so in 
any particular respect would depend 
on the statute authorizing the grant 
involved. .. . This Court should be 
reluctant to undertake the effort of 
identifying the particular legislative 
intent of every federal statute under 
which Pennsylvania receives federal 
assistance.”’ 

The U.S. Supreme Court on April 
27 refused to hear Florida’s appeal of 
a lower court decision that the state 
must follow Congressional require- 
ments in organizing its vocational 
rehabilitation system. 

The court’s action lets stand the 
March ruling of the U.S. Fifth Circuit 
Court of Appeals that the use of that 
state’s umbrella human services 
agency for all social services did not 


comply with statutory provisions 
which require a single organizational 
unit to administer vocational reha- 
bilitation. 

The case has been in the courts 
since 1977 when then Governor 
Askew’s request for a waiver of the 
single organizational unit was denied 
by HEW Secretary Califano. 

Instead of reorganizing the social 
service department again, Governor 
Graham has decided to take actions 
necessary to utilize a portion of the 
law passed in 1978 which allows 
HEW to contract for services “‘to any 
public or nonprofit private organiza- 
tion or agency within the state or any 
political subdivision of the state” 
submitting a plan meeting require- 
ments set out in the law. 

The Governor has said that the 
state would prefer to have someone 
else take over the program rather 
than disrupt the state’s organization 
‘to accommodate the federal notion 
of how the program... should be 
administered by every state."’ State 
legislation is currently being drafted 
to establish a nonprofit organization 
to take over the total $40 million 
program as of July 1, 1979. 

In addition, efforts are being made 
to provide relief in federal legislation. 
In late May, the U.S. House of Repre- 
sentatives will consider a measure 
creating a separate Department of 
Education which contains an amend- 
ment to assure state and local flexi- 
bility in the organization and admin- 
istration of programs transferred to 
the new department. Similarly, the 
‘*Federal Assistance Reform Act” 
(FARA) would encourage use of single 
state agency wavier provisions by 
federal agencies. 

Federal grant dollars and their 
implication for recipients was also 
an issue in a U.S. Court of Appeals 
ruling that only requirements specifi- 
cally mentioned in the body of the 
revenue sharing act are applicable to 
the revenue sharing program. 

In so doing, the court reversed the 
decision of a three-judge appellate 
that the Uniform Relocation As- 
sistance and Real Property Acqui- 
sition Policies Act applies to projects 
in which the only federal involvement 
is the presence of federal sharing funds. 
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GRS, LEAA, Countercyclical Aid 
Top Current Congressional IGR Agenda 


Despite the relatively slow pace of 
the 96th Congress, a number of pro- 
posals of intergovernmental signifi- 
cance are moving through the legisla- 
tive process. The following is a brief 
discussion of five such measures. 


General Revenue Sharing 

Renewal and extension for four 
years of general revenue sharing 
(GRS) was proposed by Representa- 
tive Wydler (NY) with his introduc- 
tion of H.R. 2291 on February 21. 
The proposal, which was offered as 
an amendment to the State and 
Local Assistance Act of 1972, 
would provide funding at present 
levels through fiscal 1983. The current 
authorization expires September 1980. 

In his introductory statement, Rep. 
Wydler labeled the fact that ‘‘deci- 
sions affecting locai communities are 
best made at home, not in Washing- 
tion, DC,” as the primary justification 
for GRS renewal. 

Despite this strong support, H.R. 
2291 enters a generally hostile en- 
vironment in the 96th Congress. 
Repeated state calls for a balanced 
federal budget have encouraged 
numerous members of Congress to 
call for partial or complete disman- 
tling of the revenue sharing program. 
In fact, the states’ share of revenue 
sharing ($2.3 billion) was omitted 
from the First House Budget Resolu- 
tion for fiscal 1980. Most was restored 
in conference committee but only 
after considerable lobbying by state 
and local public interest groups. 
Early in the 96th Congress, Senator 
Bentsen (TX) introduced legislation 
designed to remove the states from 
the general revenue sharing program. 

The future of GRS is further 
clouded by uncertainty about the 
Administration's commitment to the 
program. One indication of the Ad- 
ministration’s direction may be 
Treasury Secretary Blumenthal's 
statement before the Senate Finance 
Committee, in which he called for a 
“‘more heavily targeted’’ revenue 
sharing program. One facet of the 
targeting approach may alter the 
present GRS formula to provide 


proportionately more aid to distressed 
communities. 

The ACIR at its March 23 meeting 
urged that the Administration sup- 
port, and Congress reenact the revenue 
sharing program in essentially its 
present form, except that provisions 
be added assuring maintenance of 
the purchasing power of the general 
revenue sharing dollar. 


Antirecession Assistance 
Two versions of antirecession aid 
have been introduced in the Congress: 
OS. 200 and H.R. 1246 replicate 
the Senate-passed measure 
which fell short of passage in 
the House at the close of the 
95th Congress; 
OS. 566 and H.R. 3198 are the 
Administration's ‘‘targeted”’ 
version of the program. 


Under S. 200 and H.R. 1246, state 
and local governments whose un- 
employment levels exceed 6% would 
receive aid whenever unemployment 
nationwide exceeds 6%. A second 
phase of the measure would fund only 
local governments and would go into 
effect when unemployment declined 
below 6% but remained above 5%. 

The Administration's measure 
provides fiscal relief only to local 
governments with unemployment 
rates which equal or exceed 6.5%. 
Title II provides a standby program 
of assistance to state and local gov- 
ernments which would be triggered 
if national economic conditions 
deteriorated sharply and the seasonally 
adjusted national unemployment 
rate equaled or exceeded 5.5% for a 
calendar quarter. 

The two plans differ in their scope: 
the Administration measure would 
aid over 1,200 communities; S. 200 
and H.R. 1246 would spread the dol- 
lars to some 10,000 governmental 
units. 

The ACIR has recommended that 
the Congress establish a permanent 
“‘accordion-type’’ antirecession 
federal assistance program which 
would automatically expand to pro- 
vide aid funds to an increasing num- 
ber of states and localities as un- 
employment rises, and automatically 
contract to a decreasing number of 
jurisdictions as unemployment falls. 


mental 


LEAA 


Proposed reauthorization of the 
Law Enforcement Assistance Ad- 
ministration is currently undergoing 
intense scrutiny on Capitol Hill. The 
Administration’s fiscal 1980 budget 
proposal reduced LEAA funding by 
$100 million from the fiscal 1979 level, 
and some Congressional critics are 
suggesting even deeper funding cuts. 
The funding level approved by the 
House and Senate 1980 budget resolu- 
tion was $446 million. 

Despite the gloomy uncertainty 
which currently surrounds the pro- 
gram, legislation now in Congress 
would reauthorize the LEAA at an 
adequate funding level and do much 
to adjust the program to existing law 
enforcement needs. This proposal, 
“The Justice System Improvement 
Act,”’ (S. 241) was introduced by 
Senator Kennedy (MA) and a bi- 
partisan group of Senators in January. 
The Administration has announced 
its strong support for the proposal. 

S. 241 would reauthorize LEAA for 
a period of five years at a cost of 
$4.1 billion ($825 million per year). 

It would make certain reorganization 
changes and set into place elements 
designed to reduce paperwork and 
permit greater discretion in the use 
of funds by local level law enforce- 
ment officials, and encourage in- 
novative techniques in improving the 
justice system. The bill permits recipi- 
ents to receive funds on a direct 
entitlement basis with no matching 
required. 

S. 24lwas passed by the Senate 
May 21 with certain changes including 
an amendment setting out 22 priority 
categories in which formula monies 
must be spent—effectively putting 
categorical ‘‘strings’ back into the 
block grant. 

The House Judiciary Committee 
has passed the Kennedy-Administra- 
tion version of the measure. 


Sunset Legisiation 

With the sustained Congressional 
interest in program oversight as a way 
to reduce the number and dollar 
amounts of federal aid programs, sun- 
set legislation is receiving close con- 
sideration in the 96th Congress. 

‘‘The Sunset Act of 1979” is now 
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During 1978, the Advisory Com- 
mission on Intergovernmental Re- 
lations published five policy re- 
ports, one information report, one 
volume of its annual poll on gov- 
ernments and taxes, and two 
reports in a new “In Brief” series. 
Single copies of these reports 
are free from the Advisory Com- 
mission on Intergovernmental 
Relations, Washington DC 20575. 


Countercyclical Aid and Economic 
Stabilization (A-69). 

In this volume, the Commission 
considered the effect of the national 
economy on state and local govern- 
ment, the effect of state and local 
government actions on the national 
economy, and the desirability of 
federal aid to state and local gov- 
ernments to offset one or both effects. 

On the inflation front, the Com- 
mission recommended that the Pres- 
ident. in cooperation with state and 
local government officials, develop 
a cooperative anti-inflation policy. 
To deal with recession, the Commis- 
sion recommended an “‘accordion”’ 
aid program that automatically 
expands to provide federal aid to a 
large number of jurisdictions as 
unemployment rises and auto- 
matically contracts to provide aid 
to a smaller number of jurisdictions 
as unemployment rates fall. 


The Adequacy of Federal Com- 
pensation to Local Governments 


for Tax Exempt Federal Lands (A-68). 


Compensation for federally owned 
lard has been a controversial issue 
for many years, particularly in the 
west where most of the national 
forests and public lands are located. 

Until 1976, the federal government 
reimbursed counties in an amount 
equal of 25% of the receipts ob- 
tained from the national forest 
lands. In 1976, the Congress en- 
acted legislation providing a 
minimum 75¢ per acre payment for 
national forest and several other 
types of public land. 

ACIR examined both the earlier 
and current federal reimbursement 


programs in this volume and con- 
cluded that the pre-1976 level of 
compensation, based on receipt 
sharing, was generally adequate to 
offset any adverse effect of federal 
land ownership, but that since the 
1976 compensation was not of suf- 
ficient magnitude to elevate federal 
land counties into a fiscally advan- 
taged class. the current federal 
compensation program should be 
retained. 


Categorical Grants: Their Role 
and Design (A-52). 

This volume, part of the 14-part 
series entitled The Intergovern- 
mental Grant System: An Assess- 
ment and Proposed Policies, an- 
alyzes categorical grants as grant 
devices, traces their history and 
application, describes their uses 
and misuses, and assesses their 
impact on state and local government. 

This report contains a series of 
Commission recommendations to 
reduce the proliferation of categori- 
cals and make them work better. 


Summary and Concluding 
Observations (A-62). 

This is the final volume sum- 
marizing the results of ACIR’s 
study of the grant system. 

This report contains the 60 rec- 
ommendations developed by the 
Commission and describes the five- 
part overall strategy that evolved 
from these recommendations. 


State Mandating of Local Ex- 
penditures (A-67). 

State mandates have been used 
in a wide range of local government 
activities to provide for more uni- 
form service levels, higher profes- 
sional standards for public person- 
nel, and other objectives of statewide 
interest. This report discusses argu- 
ments for and against mandates 
and makes recommendations to en- 
sure fairness toward local interests. 
The results of a survey conducted 
by the Commission with the cooper- 
ation of various national associa- 
tions of state and local officials are 
also included. 


The Michigan Single Business 
Tax: A Different Approach to 
State Business Taxation (M-114). 

State and locai jurisdictions 
impose a variety of taxes on busi- 
nesses including corporate income 
tax franchise, business property. 
gross receipts, and sales taxes. In 
an innovative move, the state of 
Michigan recently replaced its 
various taxes on business with a 
single tax: a value added tax (VAT), 
a levy on the value a business firm 
adds to goods and services it pur- 
chases from other firms. The Michi- 
gan VAT is the first comprehensive 
effort by a state to tax all forms of 
business on a uniform basis. 

This ACIR information report 
compares the Michigan VAT with 
other types of business taxes and 
discusses its history in Michigan. 
Changing Public Attitudes on 
Governments and Taxes (S-7). 

The seventh annual survey of 
public attitudes on major intergov- 
ernmental fiscal issues reveals that 
there is little credence in the notion 
that people are getting fed up with 
property taxes. 

In answer to the question, **Which 
do you think is the worst tax,’’ there 
was only a margin of 2% between 
those who answered the property 
tax (32%) and the federal income 
tax (30%). 

Other questions concerned which 
level of government gave them “‘the 
most for their money,”’ whether 
the federal government exercises to 
much or too little power, whether 
special federal aid should be pro- 
vided to needy central cities; and 
the ability of state and local gov- 
ernments to deal with problems. 

In addition, two “In Briefs” were 
published in 1978 summarizing and 
highlighting recent Commission 
studies. They were: 

In Brief—The Intergovernment- 
al Grant System: An Assessment 
and Proposed Policies (B-1). 

In Brief—State Mandating of 
Local Expenditures (B-2). 
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federal government.” A second round of negotiations 
already has been initiated for similar coordinative arrange- 
ments in other program areas. 

In Retrospect. ‘We won some and we lost some” said 
John Gunther, executive director of the U.S. Conference 
of Mayors, ‘‘but the truth is that most of us in the urban 
lobby realized that much of the President's new program 
would not be enacted this year.’ Less positive observers 
have opined that the proposals simply got lost in the 
shuffle, not only in Congress but in the Administration 
as well, in part because of the quantity of other domestic 
and foreign policy issues on their agendas. For some of the 
proposals—particularly the state incentive program and 
the national development bank—it was in part a question 
of timing. Neither proposal was sent to Capito] Hill until 
fairly late in the session; and neither ever had the 
complete and unified backing of the public interest groups 
or key members of Congress. 

While a number of the urban policy proposals were in 
fact enacted by Congress or are being implemented by the 
executive branch, most urban analysts have been critical 
and pessimistic about the President's program. They note: 

Cithe policy failed to specify how the myriad of individ- 

ual programs actually would be coordinated, despite 
the President's intention to do so; 


C= while the President's policy stressed coordination, it 

neither eliminated nor consolidated a single program: 
Ci while the key role of states was given considerable at- 
tention in rhetoric, under the President’s plan, states 
were singled out for only a small incentive grant; and 

© what began as a policy with a “big city” bias developed 
into a thinly spread effort to aid “‘distressed communi- 
ties’ of all types. 

Another problem faced by the President's proposal had 
nothing to do with the makeup of the policy, but was re- 
lated to Congress and its ability to deal with an area as 
broad as an urban policy. Of particular concern is the fact 
that Congress simply is not organized to deal effectively 
with such packages of interrelated proposals, especially 
those which cut across committee jurisdictions. Questions 
also have been raised about Congress’ low level of resis- 
tance to special interest groups which work to scatter fed- 
eral dollars among too many classes of recipient com- 
munities. 

An added factor that is gradually impacting upon Con- 
gress’ willingness to focus on urban issues in the future is 
reapportionment. Given the out-migration patterns from 
cities to suburbs and nonmetropolitan areas, there may be 
fewer central city spokesmen in the halls of Congress in 
future sessions. 


a considerably tighter program, incorporating many of the 
Administration's proposals but scaled down from the exist- 
ing program level. Among its provisions, the reauthoriza- 
tion calls for: 

0 625,000 public service jobs, and funding at about $11 
billion; 

Oa new distinction between programs for the structurally 
unemployed (stressing training rather than public ser- 
vice jobs) and the cyclically unemployed (offering jobs 
during declines in economic conditions); 

Oa new trigger mechanism that will provide CETA jobs 
for one-fifth of the unemployed when the national unem- 
ployment rate exceeds 4%, and for one-fourth of the un- 
employed when the rate hits 7%; 

Onew limitations on the length of time persons may hold 
CETA jobs; 

O new restrictions on wage levels; 

O greater emphasis on on-the-job training effort by local 
businesses; and 

O new authority for the Secretary of Labor to monitor the 
prograim and to take corrective actions where appropriate. 
The new CETA program is the first major initiative to 

recognize and implement the full employment policy em- 

bodied in the Humphrey-Hawkins bill. Some analysts also 
consider it a forerunner for a welfare jobs program if wel- 
fare reform legislation is passed, given the greater empha- 
sic on economically disadvantaged persons. Another battle 

over funding levels for CETA is expected early in 1979 

during the consideration of the President's federal budget 

proposals. 


Countercyclical Aid 


State and local government officials, however, were not 
successful in obtaining the renewal of the $1.5 billion per 
year antirecession fiscal assistance (countercyclical aid) 
program that expired in September. As part of the urban 
policy, the President had proposed a ‘‘supplementary fiscal 
assistance program” that would have extended the pro- 
gram for two years at a level of $1 billion annually. How- 


ever, this plan would have eliminated the states from the 
program, and would have provided the aid to localities with 
high unemployment; or with disproportionately slow 
growth in employment, population, and per capita income. 
The program would have funded about 16,000 local gov- 
ernments. 

In the final hours of the Congressional session, the counter- 
cyclical program fell victim to a variety of objections raised 
by the program’s House opponents. The Senate earlier had 
passed a bill that would have provided about $485 million 
in fiscal 1979 to both states and local governments with 
unemployment over 6%. The House opponents argued, 
among other things, that the recession that previously had 
provided the justification for the program was over; that 
inflation was a more critical problem; that unemployment 
rates were not an adequate index of a locality’s fiscal dis- 
tress; and that the Administration's proposed formula to 
include factors other than unemployment did not target 
the funds, but rather it substantially increased the number 
of recipients. 

In an 11th hour attempt to move the legislation to the 
House floor, the city lobby worked to get a ruling from the 
House Rules Committee, even though the House Intergov- 
ernmental Relations Subcommittee (that had substantive 
jurisdiction) had voted against the bill. The local officials 
were successful, but according to the U.S. Conference of 
Mayors “...a bipartisan group of House members used 
dilatory tactics on the floor of the House which threatened 
the energy bill, tax bill, and the rest of the legislative pack- 
age pending House action. The result was that in the wan- 
ing hours of the 95th Congress the countercyclical program 
was sacrificed.” 

The outcome of this action was an immediate financial im 
pact on states and local governments of all sizes. For 
example, New York City (population 7.5 million) had anti- 
cipated about $35 million, while Lancaster (PA)—popula- 
tion 57,000—had counted on about $140,000. It is expected 
that countercyclical legislation will be high on the public 
interest groups’ priority list for the 96th Congress. 
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passed laws to liberalize local government investment 
opportunities. 

West Virginia created a local government investment 
pool for local governments which desire to pool their money 
into a state-operated investment mechanism. Eleven states 
now have such a pool. A bill establishing a pool was vetoed 
in Maine, and a constitutional amendment authorizing 
one was defeated in Missouri. 

Studies of state and/or local cash management are 
underway in Idaho, Indiana, Kentucky, and Louisiana. 


Several states and the District of Columbia acted to link 
the investment of state funds to the promotion of instate 
lending, investment, and economic development. The 
California State Teachers Retirement System became the 
first entity in the country to adopt a social responsibility 
criteria to govern its investments. Under the policy, the 
system will attempt to avoid situations in which its invest- 
ments would condone, promote, or facilitate the ‘‘under- 
mining of basic human rights.” 

Greater flexibility in the issuance of their debt was af- 
forded to local governments in Alaska, Arizona, Georgia, 
Hawaii, Louisiana, Kansas, and Missouri. On the other 
hand, two states, Alabama and Pennsylvania, increased 


their restrictions on issuance of local government debt. 
Four states—Florida, Kansas, Minnesota, and Mary- 
land—adopted legislation relating to the accounting, audit- 
ing, and financial reporting requirements for local govern- 
ments. The auditor general in Rhode Island issued uni- 
form reporting standards for local governments there. 
Numerous states have chosen to study the broad area of 
financial management and its component parts. Studies of 
state and/or local cash or debt management are underway 
in seven states. Six states are studying retirement systemis; 
seven governmental liability and insurance. a 


“Rainy Day” Funds 


In 1978, South Carolina voters approved a constitutional 
amendment setting up a state general fund reserve (or 
‘rainy day” fund) of an amount equal to 5% of the general 
fund revenue of the completed fiscal year. The General 
Assembly is authorized to appropriate funds from the 
reserve when approved by two-thirds vote of the member- 
ship of both houses. 

Delaware enacted legislation limiting state spending to 
98% of all state revenues during the next fiscal year. The 
other 2% of revenues may be used only in case of emer- 
gencies. 


The Nation’s 16th 
Largest City Defaults 


On December 15, 1978, Cleveland, Ohio, became the first 
major American city to default since 1933. Two weeks 
later, at the end of the year, Cleveland's financial situation 
was still unclear as political leaders pinned their hopes on a 
February 27 vote of Clevelanders to raise their income taxes 
by 50%. 

Cleveland went into fiscal default when it failed to pay 
$14 million in short-term loans to six local banks and to 
make a $2.7 million payment to its firefighters and police 
pension fund. It failed to make another $4.9 million pay- 
ment to pension funds due December 31 and has some 
$25 million in payments coming due in 1979. 

Cleveland’s financial difficulties have been compounded 

’ by political altercations between the Mayor and city coun- 
cil. As the year ended, a compromise between the Mayor 
and council was forged whereby they agreed to let the 
voters decide two issues: one, whether to sell a city-owned 
utility; and most importantly, whether to increase the 
city’s income tax from 1% to 1.5%. While there will be con- 
siderable pressure on voters to adopt the increase, three 
previous attempts in the past eight years have been sound- 
ly defeated. In addition, Clevelanders have never voted to 
tax their own incomes. 

The banks of the city have agreed to allow the city to 
withhold payment until after February 27. 

Obviously there are some similarities between the Cleve- 
land default and New York City’s near-default three years 
ago. But there are more differences. 

Like New York and other big cities, Cleveland has lost 
part of its economic base and has suffered recent cutoffs of 


use of short-term borrowing to finance current operations. 
One key difference between the two situations is the 
amount of money involved. Cleveland’s shortage of not 
quite $20 million pales in light of New York’s near-failure 
to pay $1.6 billion in 1975. Unlike New York, Cleveland 


federal programs such as countercyclical aid. Like New York, 
Cleveland has for many years depended on the accelerating 


owes its money to six banks—not to thousands of individuals. 

And finally, there is a key difference in response to the 
situation from state and federal governments. In New York. 
the state worked closely with city officials to come up with 
a solution. In Ohio, offers of assistance from Columbus 
were apparently rejected in Cleveland. 

The most likely form of state assistance would be the 
formation of a commission to provide fiscal management 
assistance to Cleveland. Representative Harry Lehman. 
chairman of the Ohio House Judiciary Committee, has 
offered a proposal to set up such a commission, called an 
emergency financial advisory board, which, on request by a 
city that declares a financial emergency, could: 

OD approve and prescribe financial plans for the city; 

Oapprove and disapprove the city’s current expenditures; 

Dadvise the city on long-term debt obligations. 

Rep. Lehman's proposal also would permit the 
requesting city to increase its income tax by up to one-half 
of one percent without voter approval. 

While there has been some question raised concerning the 
ability of the state to ‘“‘intervene”’ in the operations of a 
chartered city such as Cleveland, several state experts feel 
the formation of an advisory board would not violate the 
state’s constitutional home rule provisions. 

There were a few attempts made to seek federal assistance 
for Cleveland, including advance payments of general reve- 
nue sharing funds. However, the city’s attitude was pri- 
marily one expressed by Jack M. Schulman, Cleveland's 
director of law. ‘‘We’re fully prepared to solve our own 
problems here,”’ he said. “‘It’s not essentially a financial 
problem but it’s a political problem.” 

Likewise, federal officials have been less than eager to help 
Cleveland out of its difficulties. One reason for the unwill- 
ingness may be the view that Cleveland's problems could 
have been avoided. Cleveland ‘‘had no good reason” to 
default, said Donald Haider, deputy assistant secretary 
of the Treasury. 

“The default in Cleveland is a political disgrace but not an 
economic tragedy,”’ said Felix C. Rohatyn, outgoing chair- 
man of the Municipal Assistance Corporation of New 
York City. 


5 
4 TP 
gg A 
AS 
q 
q 
4 
3 
§ | 
| 
; 
= 
ad 


Table 6 
State-Local Financial Management Efforts 
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United States 
Alabama 
Alaska 
Arkansas 
California 
Colorado 
Connecticut 
Delaware 
Florida 
Georgia 
Hawaii 

Idaho 

Ilinois 
Indiana 
lowa 
Kansas 
Kentucky 
Louisiana 
Maine 
Maryland 
Massachusetts 
Michigan 
Minnesota 
Missouri 
Montana 
Nebraska 
Nevada 

New Jersey 
New Mexico 
New York 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
Rhode Isiand 
South Carolina 
South Dakota 
Tennessee 
Texas 
Utah 

Virginia 
Washington 
West Virginia 
Wisconsin 
‘Acceptance by local voters required. 

2Reimbursement or taxing authority required. 

Acceptance by local voters or reimbursement required. 
‘Reimbursement for 50% of revenue loss from new property tax ex- 

emptions only. 

5Reimbursement of sales and property tax exemptions only. 

®Senate only. 

7Permissive, but not required or strictly complied with. 

®House only. 

8On books, but not implemented. 
‘Other states may authorize pooling under a general purpose inter- 

local contracts or agreement statute. 
"Local governments must insure through state public liability fund. 
Source: ACIR staff compilations. 
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As in the past, much of the legislation was designed to 
improve the information available on public pension sys- 
tems and their financial status and to force state and local 
officials to estimate and fully fund the costs of retirement 
benefits granted in the future. In 1978: 


0 Missouri voters approved a constitutional amendment 
requiring an actuarial evaluation of the cost of all pro- 
posed changes in state or local retirement systems prior 
to adoption. 

O Kentucky adopted a law requiring an actuarial review 
of all locally administered systems every three years. 

O Colorado enacted legislation requiring local govern- 
ments to make contributions to local police and fire 
systems sufficient to pay the full normal costs of the 
system and amortize prior unfunded liability in 40 
years, and creating a two-year legislative study of the 
feasibility of a statewide system for local police and fire 
personnel. 

OIn South Carolina, voters approved a constitutional 
amendment providing that increased benefits under a 
retirement or pension system funded in whole or in part 
by public funds shall not be paid unless funds for the 
increase are available or can be obtained in a fiscally 
sound manner. It also requires annual appropriations 
to meet the obligations of the state employee retire- 
ment system and prohibits use of the money in a 
publicly funded retirement system for purposes other 
than paying obligations to members of the systems. 
The measure must now be ratified by a majority vote 
of both houses of the legislature. 

OA Georgia constitutional amendment, defeated in 
November, would have directed the General Assembly 
to establish minimum funding standards for local 
retirement systems. 

O Oklahoma and Rhode Island established permanent 
legislative committees to provide continuing review and 
evaluation of existing systems and to evaluate the 
financial impact of proposed changes in benefits. 

O State and local retirement systems and benefits are the 
subject of legislative studies in Arkansas, Colorado, 
Kansas, Louisiana, West Virginia, and Idaho. 


Two states—Louisiana and Wisconsin—consolidated 
some state and local systems in 1978. 

Louisiana enacted legislation directing the boards of 
trustees of three state systems for local schoc! employees 
to undertake the steps necessary to consolidate the ad- 
ministration of those systems and authorized the trustees 
of the state employees and police pension systems to under- 
take similar steps. It also adopted a uniform method of 
computing ‘‘final average salary’’ and uniform disability 
requirements, procedures and benefits for all systems in the 
state. 

The Wisconsin legislature consolidated most local police 
and fire systems into the statewide Wisconsin retirement 
fund and granted flexibility to local governments in com- 
puting credits for prior service as a means of easing entry 
into the statewide system for other employees. 


Cash and Debt Management 


Increased attention has been focused on the most effi- 
cient use of idle public dollars in recent years. One way to 
improve the chances of maximum yields from these dollars 
is to provide a variety of choices for investment or to lift 
some of the restrictions on allowed deposits. During 1978, | 
Indiana, Minnesota, Maryland, Tennessee, and Virginia | 
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The Oklahoma Political 
Subdivisions Tort Claims Act 


In April 1978, Oklahoma became one of the first states to 
adopt a comprehensive tort reform statute that provides 
relief for victims of governmental action, and, at the same 
time, protects the taxpayers who ultimately pay the 

cost of any liability judgment. 

The Oklahoma Political Subdivisions Tort Claims Act 
prescribes the areas and limits of local government tort 
liability, establishes procedures for bringing claims against 
governmental units, grants local governments flexibility in 
protecting against liability judgments, and, for the first 
time in Oklahoma, provides comprehensive protection for 
individual governmental officers and employees from li- 
ability claims arising out of normal exercise of their duties. 

As passed, the act (S.B. 586) applies to all cities, towns, 
counties, and school districts in the state and their agen- 
cies, employees, and agents with the exception of inde- 
pendent contractors. The liability of local governments, 
under the act, is ““open ended,’ meaning local governments 
are liable for losses resulting from their actions or the ac- 
tions of their employees performing their normal public 
duties, with the exception of certain specified functions or 
instances. Nearly all the bill’s 19 specified exceptions are 
essential governmental functions or conditions beyond the 
control of the governmental unit, including losses resulting 
from the exercise of legislative, judicial, and quasi-judicial 
functions; execution of a lawful court order; performance 
or failure to perform any discretionary function; civil dis- 
obedience; temporary or natural conditions caused by 
weather; natural conditions on unimproved property; entry 
upon property where entry is authorized by law; assess- 
ment and collection of taxes; licensing; and inspections. 

To balance the increased liability exposure of local 
governments, the act places limits on the amount of money 
which can be recovered. Ceilings of $25,000 for property 
damage, $50.000 for all other claims, and $300,000 for all 
claims from any one accident or occurrence are established. 
Punitive or exemplary damages, including loss of service or 
support claims, are prohibited. 

Probably the most novel aspect of the act is the protec- 
tion accorded to local government employees: Under the 
act, individual liability is merged with that of the govern- 
mental unit. All suits are to be brought against the local 
government, and the local government is liable for any 
employee's action that was within the scope of employment 
and not the result of fraud or corruption. The local govern- 
ment must defend and pay any judgment against an em- 
ployee as long as the employee reasonably cooperates in 
his/her defense. Any judgment or settlement of a claim 
against the government constitutes a complete bar to fur- 
ther proceedings against the individual employee whose act 
gave rise to the original claim. 

The act even goes so far as to assist employees in suits 
brought against them under federal civil rights laws where 
the U.S. Supreme Court had previously held that only the 
employee, and not the governmental unit, could be sued* 
Local governments must reimburse an employee for any 
defense costs or judgments incurred for violating U.S. civil 


*Note that the act was passed prior to the U.S. Supreme Court's 
1978 Monell decision which held that governmental units may 
also be sued for a civil rights violation if the violation occurs in 
carrying out an official policy or custom of the local government. 


rights laws provided that the employee's actions were 
within the scope of employment and he/she reasonably 
cooperated in defense against the claim. 

The new tort claims act also substantially broadens the 
actions local governments can take to protect themselves 
and their employees from the consequences of liability 
judgments. Local governments are authorized to insure 
themselves and their employees for all areas of liability es- 
tablished under the act as well as the costs of defending 
against all claims. Such insurance may be provided through 
self-insurance (with or without reserve funds). or the pur- 
chase of commercial insurance. In addition, any two or 
more local governments may enter into an agreement, 
under the state’s interlocal agreements act, to self-insure 
or to purchase commercial insurance without coming under 
the purview of the state insurance regulation laws. 

Judgments against a local government may be paid from 
a commercial insurance policy, a self-insurance reserve 
fund, or a tax levy. Rather than requiring that the judg- 
ment be paid in three years, as prescribed elsewhere in 
Oklahoma law, the court may, after reviewing evidence 
concerning existing tax levies and indebtedness and the tax 
levy necessary to pay the judgment, extend the payment 
period to ten years with interest on the judgment at 6%. 

The bill grew out of a year-long study of municipal li- 
ability and insurance needs conducted by the Oklahoma 
Municipal League (OML) and assisted by a grant under 
the federal government's Intergovernmental Personnel 
Act (IPA). 

Based on a review of national and state legislative and 
judicial trends and a survey of insurance practices among 
Oklahoma cities, the OML study reached two major 
conclusions: 

UO Oklahoma cities and towns were in need of greater 
legislative flexibility and substantial technical and 
legal assistance in designing and implementing com- 
prehensive risk management programs. 

O The state laws on tort liability and risk management 
were often confusing or incomplete, contained serious 
inequities, and needed substantial reform. 

Even though legal changes were not originally envisioned 
as a major part of the initial phase of the OML project, it 
soon became apparent that little could be accomplished 
without a wholesale reform of the tort liability and risk 
management statutes. Legislation was drafted by the OML 
project staff which worked under the guidance of an ad- 
visory committee of municipal, employee organization, and 
insurance industry officials, and in close cooperation with 
the Oklahoma Legislative Council, the local government 
committees of the legislature. and other local government 
associations. The legislature made only minor amendments 
to the proposed law and very few dissenting votes were cast 
against it. Much of the legislative success is attributed to 
the early involvement of all parties involved. 

The Oklahoma Municipal League plans to continue its 
risk management project under a continuation of its IPA 
grant. In the next year, major emphasis will be given to 
expanding its training and technical assistance program in 
all areas of risk management, and designing and imple- 
menting a comprehensive insurance program. Alternatives 
being considered included establishing a statewide volun- 
tary self-insurance and risk management service pool, or 
procuring group liability coverage in the commercial mar- 
ket and providing other risk management services through 
a pooled arrangement. 
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Table 4 
Major 1978 Tax Reductions 


Personal Income Tax General Sales Tax Property Tax 
Increased 
Increased Exemption 
Rate Standard Personal Rate Drug Increased Homestead Circuit Classifi- 
State Decrease Credits Deduction Exemption Decrease Food Medicine Credit Relieft Breakert Other cation 
Alabama xX xX 
Alaska x 
Arizona xX 
California x xX xX xX 
Colorado x X x 
Connecticut x 
District Xx X 
of Columbia 
Hawaii x 
Idaho x? Xx 
Illinois x 
Indiana x4 x? x x 
lowa x 
Kansas x4 xX 
Louisiana x 
Maine X xX x x 
Maryland x x 
Massachusetts x x 
Michigan x x 
Minnesota x x3 
Mississippi xX 
Missouri x 
Nebraska x x 
New Mexico xX xX x xX 
New York x X x x 
Ohio x 
Pennsylvania X 
Rhode Island x 
South Carolina x 
South Dakota x5 x x? K 
Tennessee x x 
Texas x 
Vermont x X x 
Virginia 
Washington x 
Wisconsin x 
Wyoming x xs 


‘For blind. deaf, and totally disabled. 

elderly only. 

sReduced special credit for those 65 and over, blind. or disabled. 

*For low income elderly 

5For senior citizens and disabled. 

SAt local option. 

"Repealed state personal property tax. 

tHomestead and circuit breaker relief program are generaily restricted 
to low income, elderly and the disabled. 


Source: ACIR staff compilations based on Commerce Clearing House. State Tax Review. various issues: Federation of Tax Administrators, Tax Adminis- 
trators News, Vol. 42. No. 9. September 1978: ACIR questionnaire response 
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FIGURE II 


State Government 
Revenue Growth, 1970-1978 
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FISCAL YEARS 
11978 political actions to increase taxes were virtually offset 
by the political actions to decrease taxes. 


Source: AC/R staff compilations based on questionnaire 
returns. 
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that 63% of the city’s total real property valuation and 50% 
of its land area are exempt from property taxes. 

In light of these figures, in 1978 the city of Boston sued 
the Commonwealth of Massachusetts for reimbursement 
of the revenues it loses on tax-exempt property. The city 
is asking the court to declare tax exemptions unconstitu- 
tional unless the legislature approves a more equitable 
system of reimbursement. 

These institutions initially were granted exemptions 
because “‘. . . their presence would benefit the commun- 
ity,’’ said Boston Mayor Kevin White in describing the 
city’s action. ‘‘But. .. today they are no longer a benefit 
—they are a burden.” 

The city estimates that a full assessment on tax-exempted 
institutions would bring an additional $100 million in 
revenue annually to the city. Most of the property in ques- 
tion (81% of the land area) is government-owned. 

The 1978 Connecticut legislature expanded an existing 
program of reimbursing local governments for state-owned 
tax exempt land to include tax-exempt private higher 
education institutions and hospitals. The program is de- 
signed to provide cities with an amount equal to 25% of 
the full tax value of the exempt property and will cost the 
state around $10 million. The state’s three largest cities 
will receive one-half of the total; New Haven alone will 
receive one-quarter of the funds. The program is authorized 
for one year only but is expected to be continued. 

Maine voters in November adopted a constitutional 
amendment requiring the legislature to annually reimburse 
municipalities for 50% of the property tax losses that result 
from exemptions or credits enacted after April 1, 1978. 


STATE-LOCAL REVENUE PICTURF 


In 1978, state and local governments collected an estimated 
$195.5 billion in taxes. Of this amount, $114 billion went to 
states—an increase of $13 billion over 1977 collections. The 
net 1978 increase in state revenues—as indicated by ques- 
tionnaire returns from state tax departments—came 
wholly from inflation and real economic growth. This does 
not mean, however, that various political or discretionary 
decisions were not made, but rather that 1978 political 
actions to increase taxes were virtually offset by the politi- 
cal actions to decrease taxes (see Figure 2). 

The first half of 1978 saw the state-local sector in a 
“healthy” surplus situation of about $30 billion (season- 
ally adjusted at annual rates), nearly a third of which was 
available for general purpose use. The surplus was not 
evenly distributed, however, but was concentrated in a 
handful of state and local governments (California and 
Texas had the largest surpluses). By the third quarter. 
the surplus picture had changed drastically. While the 
overall surplus (including social insurance funds) ran at a 
seasonally adjusted rate of approximately $23 billion, the 
surplus in other funds available for general purpose use 
shrank to $2.1 billion. While the full-year figures for 1978 
are not yet available, the overall and other fund surpluses 
for the year will probably not achieve the heights reached 
in 1977, but rather will be more comparable to the rather 
low 1974-76 totals—indicating at least indirectly, that fis- 
cal stringency is still the rule for a good share of state and 
local governments. Using a somewhat different approach, 
the National Governors’ Association reported a similar 
pattern in its annual fiscal survey of the states. According 
to its findings, there will be “‘other funds’’ surplus of only 
$4.3 billion at the end of fiscal 1979, a much smaller total 
than 1978's figure of $8.9 billion. Nearly half of this is 
expected to occur in three states—Alaska, California, and 
Texas. 


Table 2 
State-Local Surplus 1974-77 
(in billions) 
Source: 1974 1975 1976 1977 
Total $ 7.6 $ 5.9 $20.7 $29.6 
Social Insurance Funds 10.5 12.1 15.2 18.0 
Other Funds -2.9 -6.2 5.5 11.5 


Source: Survey of Current Business, Various issues. 


Table 3 
State-Local Surplus in 1978 
(in billions) 

First Second Third 
Source: Quarter’ Quarter' Quarter',p 
Total $31.5 $29.8 $23.7 
Social Insurance Funds 19.9 20.5 21.6 
Other Funds 11.5 9.3 2.1 


‘Seasonally adjusted at annual rates 
p—preliminary 


Source: Survey of Current Business 
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Table 1 
1978 November Ballot Measures 
STATE CONSTITUTION STATUTE PASSED FAILED TYPE 


Alabama xX xX Property tax limit. 

Arizona x xX State spending lid. can be exceeded by 2/3 vote of 
legislature. 

Colorado State and local spending lid. can be exceeded by majority 
vote of people. 

Hawaii State spending lid. can be exceeded by 2/3 vote of 
legislature. 

Idaho Jarvis-type property tax rollback, new local taxes need 
2/3 vote of people, and new state taxes. 2/3 vote of 
legislature. 


Michigan 
Headiee Amendment State and local spending lid. can be exceeded by majority 
of voters. 
Tisch Amendment Property tax and income tax reduction. 
Missouri Gives legislature authority to rollback property taxes. 
Nebraska Local spending lid, can be exceeded by majority vote of 
the people, 4/5 vote of the legislature. 
Nevada Jarvis-type property tax rollback—new local taxes need 
2/3 vote of the people. new state taxes 2/3 vote of the 
legislature—must pass again in 1980. 
North Dakota Income tax reduction. 
Oregon 
Measure 6 Jarvis-type property rollback. new local taxes need 2/3 
vote of the people, new state taxes 2/3 vote of legislature. 
Measure 11 Major property tax reduction with state assuming 50% 
property tax bills. 
South Dakota Any increase in state taxes must have 2/3 vote of 
legislature or majority of people. 


Texas State spending lid, can be exceeded if legislature declares 
an emergency. 


Source: ACIR staff compilations. 


All three approaches provide for a slowing down of public Oregon voters rejected a proposal to put a 1.5% ceiling on 
spending. They differ considerably, however, in the ways property taxes. 
they do so. The toughest, by far, is the Jarvis type which Four states passed November ballot measures calling for 
severely constrains local expenditures by slashing local tax reductions or limit ng tax increases. The measures 
revenues and by making the enactment of additional or were: 
new taxes difficult at best. Qian Alabama constitutional amendment limiting in- 
creases in property taxes; 
Oia Missouri amendment allowing the legislature to 
Facsimilies of California’s Proposition 13 were before the enact laws requiring local governments to reduce rates 
voters in three states, Idaho, Nevada, and Oregon. They of property tax levies; 
passed in the first two. Oa North Dakota statutory measure reducing the 
The Idaho measure is identical to Proposition 13 except individual income tax by lowering rates throughout the 
that its 1% ceiling on assessed value is based on 1978 brackets, meaning a 35% reduction in state revenues; 
rather than 1975 values. It provides for the same 2% limit and 
on assessment increases and requires a two-thirds vote of Oa South Dakota amendment requiring two-thirds vote 
the legislature to adopt new state taxes; any special local of the legislature or of the people to increase state 
taxes need a two-thirds vote of the people. The measure, taxes. 
which will go into effect January 1, is statutory rather Michigan voters turned down a measure to reduce the 
than constitutional. Efforts will be made to enact legisla- current assessment ratio and limit annual assessment 
tion limiting the provision’s applicability to residential increases. 
property. 
The Nevada measure is identical to Proposition 13 and State-Local Spending Lids 
is a constitutional amendment. It will go into effect if Of the seven measures on the November ballot to set a 
passed again in 1980. ceiling on state and/or local spending, four passed—in 
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States Tackle 
Tough 
Fiscal Issues 


The intergovernmental fiscal system—particularly the tax 
side—was in the spotlight, if not under the gun, in 1978. In 
the voting booth and in interviews with pollsters, citizens 
protested that they were paying too much in taxes and 
getting too little in return. Governments at every level 
responded by attempting to put the brakes on spending 
and hold the line on taxes. 

The mood of the people and the response by state and 
local governments dominate this summary of state-local 
actions in 1978. Not everything that happened during the 
year was fiscal in nature—but much was. And most other 
happenings in the intergovernmental arena reported here 
were due to, or tempered by, fiscal constraints. 


’ California has moved—at least temporarily—toward a 


improve financial management in areas such as state-local 


The 1978 story begins with the most resounding single 
state action of the year—the passage of Proposition 13 in 
California which severely restricted (and will continue to 
restrict) state and local taxes there. While the fiscal im- 
pacts of Proposition 13 were considerable—local govern- 
ments lost some $7 billion in anticipated property tax 
revenues—the governmental structural and functional 
fallout was significant as well. Because of Proposition 13, 


more centralized government system with the state assum- 
ing more control over local governments and the counties 
gaining certain controls over special districts. 

Proposition 13 was responsible in large measure for the 
appearance of 15 tax or spending measures on the Novem- 
ber ballot in states from Texas to Michigan. Tax reduction 
and spending limits were the topics of several sessions of 
state legislatures in 1978 and will likely be the focus of ma 
of the 49 state legislatures meeting in regular session in 19° 

Inflation is clearly the “heavy” in the 1978 intergovern- 
mental drama. Its impact on two mainstays of state-local 
finance, the property tax and income tax, played a major 
role in fanning the fires of citizen discontent. 

With inflation, property values—and local property tax 
assessments when assessors keep up to date—generally 
increase rather dramatically. State income tax revenues, 
too, rise as inflation pushes taxpayers into higher income 
tax brackets and erodes the fixed dollar exemptions, 
deductions, and credits. In 1978 several states acted to 
alleviate some of inflation’s sting on taxpayers by provid- 
ing automatic adjustments on fixed income tax code pro- 
visions (indexation) and by imposing revenue ceilings on 
local governments which can be lifted after public notifica- 
tion procedures are followed. 

Many localities found themselves in a fiscal bind in 1978 
thanks to inflation, Proposition 13 actions or threats, and 
cutoffs in some key federal programs, including the billion 
dollar countercyclical aid initiative. A number of states 
stepped in to aid their localities by: 

0 increasing broad, statewide financial assistance to 

local governments; 

O targeting state funds to hard pressed urban areas; 

O attempting to improve state and local financial and 

debt management; and 

O ‘playing fair” with localities by reimbursing them for 

state-imposed mandates and requiring that fiscal note 
be made a part of all proposed legislation affecting 
local governments. 


While the year was dominated by fiscal concerns, there 
were several other noteworthy events and fields in which a 
number of states acted. One important event was the 
Pennsylvania Supreme Court decision in Shapp v. Sloan, 
upholding the legislature’s power to appropriate federal 
funds coming into the state. Voters in the Portland, 

OR, metropolitan area established the first elected 
regional body with authorization to perform a variety of 
direct services and to draw on its own revenue source (with 
voter approval). A number of states made efforts to assist 
their distressed communities, and still others worked to 


pensions and governmental liability. 

Unlike ACIR’s recent annual reviews of federalism, this 
year’s report leads off with state—not federal—actions. 
The passage of Proposition 13 and related measures was 
the most momentous and pervasive happening in 1978 and 
one which is already affecting Washington. Soon after 
passage of Proposition 13, Jason Boe, President of the 
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Dear Reader: 

I am delighted to have this 
opportunity to share a few 
thoughts with you in this issue 
of Intergovernmental Perspec- 
tive. Over the years, I have 
looked forward to ACIR’s 
annual attempts to sum up the 
year’s events so I am pleased to 
preface this 1979 review of 
federalism. 

To no one’s surprise, the 1978 
assessment is dominated by the 
mid-year passage of Proposition 
13 in California and the reper- 
cussions of that measure from 
Sacramento to Washington, 
from Texas to Michigan. Yet I 
want to remind the reader that 
another state enacted a consti- 
tutional measure to slow public 
sector growth in 1978 before 
the passage of Proposition 13. 
That state was Tennessee and 
the way we chose to siow things 
down makes a lot more sense to 
me than the California approach 
embodied in Proposition 13. 

Our measure differs from 
California’s in several important 
ways. First, the Tennessee 
measure did not call for a 
property tax rollback. Ten- 
nessee’s taxes are nowhere near 
as high as California's, and our 
state did not have a massive sur- 
plus to throw in the breach. 


Secondly, our measure limits the 
growth in state spending to the 
growth in personal income in the 
state with the precise method for 
achieving this to be determined 
by the legislature. California’s 
Proposition 13 restricts the 
growth in government by mak- 
ing it difficult or impossible to 
enact new or increased taxes. 


- The third and perhaps most im- 


portant difference concerns how 
the ceilings can be lifted if 
natural or economic emergencies 
require more growth in state 
spending in a particular future 
year. In California, if such an 
emergency required new or 
higher taxes, a two-thirds vote of 
the people or a two-thirds vote 
of the legislature would be re- 
quired. Under Tennessee’s new 
constitutional provision, the 
legislature, after fully initiating 
and weighing the public reac- 
tion, could exceed the spending 
ceiling if it determined that this 
was necessary. 

The Tennessee measure, in my 
opinion, will hold the growth in 
spending. I don’t believe that a 
Governor and a state legislature 
are going to take the heat for al- 
lowing state expenditures to ex- 
ceed the new ceiling unless they 
have no tenable option. Our ap- 
proach relies on representative 
government and entrusts elected 
officials to make the tough fiscal 
policy and spending decisions, 
but it constrains them with this 
new upper limit and shines a 
bright spotlight on their delibera- 
tions if they feel it necessary to 
contend for faster growth in 
state government. By passing 
Proposition 13, California has 
turned over to a conservative 
minority the key to the tax 
policy door. I, for one, am not 


yet willing to turn over such 
crucial decisions to any minority 
of the electorate or legislature, 
be it conservative, liberal, or 
other. 

A second important measure 
passed in May prohibits the 
state from enacting new pro- 
grams requiring local govern- 
mental expenditures—without 
accompanying state reimburse- 
ment. While this measure did 
not receive the attention that 
the spending lid did, I think it is 
equally important and is espe- 
cially welcome to those of us at 
the local level. 

Fiscal issues were not our 
only concern in Tennessee in 
1978. We also took a major step 
to revamp and modernize 
our county governments when 
voters approved a constitutional 
amendment requiring an elected 
county executive and setting 
standards concerning the size 
and makeup of a county legisla- 
tive body. 

This issue of Perspective dis- 
cusses these and events occur- 
ring in the other 49 states and 
in Washington, DC, during 
1978. Although it is much too 
early to assess the long-lasting 
impact of actions during 1978, 
what ACIR calls ‘‘the New Prop- 
ulism’”’ appears to have already 
achieved status as a powerful 
shaper of what our American 
government at all levels will be 
able to undertake and of how 
they will perform in the years 
just ahead of us. 


William O. Beach 
County Executive 
Montgomery County, Tennessee 


¥ 
: 
| 
- 


1978: 

The Year of 
the New 
Propulism 


There can be no doubt that the headliner in the 1978 inter- 
governmental drama was California's Proposition 13. Not 
only was it momentous in its impact on fiscal and func- 
tional intergovernmental relationships in California, but it 
had major spillover effects for other states and the federal 
government as well. It is these spillover effects and certain 
ironies connected with Proposition 13 that led us to label 
the movement, ‘‘The New Propulism,”’ a term that cap- 
tures the fact that this new grass roots populist movement 
is advancing its cause through use of propositions on bal- 
lots across the nations. 

The New Propulism is more than a citizen revolt over high 
taxes. In a much larger sense, it is a response to a per- 
ceived breakdown of the traditional mechanisms, such as 
the representational processes and the party system, for 
discerning public sentiment and forging consensus. At the 
same time, it illustrates the effectiveness of other channels 
provided for citizen and interest group access, principally 
the initiative and referendum, as well as the overall 
adaptive capacity of the American federal system. Above 
all, it reminds us that ‘‘by and for the people”’ is more than 
a constitutional principle—it is a vital operational charac- 
teristic of our federal system. 

At the outset of 1978, the intergovernmental agenda was 
dominated by concerns about the worsening condition of 
the nation’s cities. At the national level and in some states, 
considerable attention was focused on ‘‘targeting’’ funds to 
distressed communities, and on coordinating governmental 
policies and programs that impacted on them. President 
Carter's announcement of a national urban policy in 
March drew both kudos and complaints. Mayors, civil 
rights groups, and others were pleased that an attempt had 


been made to pull together and define an urban strategy. 

On the other hand, some were proclaiming that there was 
no need for a national urban policy, and that in fact Con- 
gress and previous Administrations had already fashioned a 
very effective system of targeted assistance, characterized 
by the Comprehensive Employment and Training and the 
Housing and Community Development Acts, countercycli- 
cal fiscal assistance, the public works jobs program, and 
even general revenue sharing. Still others were claiming 
that the nation’s cities were no longer “sick,” and that 
many were undergoing an economic and social revitaliza- 
tion featured by the return of young and middle class tax- 
Payers to occupy new or renovated housing within city 
limits. 

By mid-year, these concerns had been effectively eclipsed 
by the tax revolt. Only a few of the measures proposed by 
the White House as part of a national urban policy were 
enacted in 1978. And, as the year ended, it appeared that 
several key urban programs would be dropped from the 
1979 legislative agenda as the mood of fiscal restraint that 
was part and parcel of the New Propulism seemed to take 
hold of both the Congress and the Administration. 


The Ironies of Proposition 13 


There are at least two overarching ironies associated with 
the New Propulism, as expressed by Proposition 13 and 
related tax or spending measures passed in 11 states in 1978. 


Oi While supporters argued that tax and expenditure 
limits would help give citizens more control over their 
government, the reverse effect is likely. Instead of 
increasing governmental independence, especially at the 
local level, greater dependence on higher units may well 
result. As California's experience suggests, when local 
revenue sources are constricted. localities turn to the state 
for help. And the accompanying state funds tend to carry 
with them controls over recipient activities. Furthermore, 
pressures to increase local aid or assume a larger state fis- 
cal or administrative role in the delivery of certain local 
services can put considerable pressure on state resources. 
Thus, both states and local governments can end up turn- 
ing to Washington for help. 

If these developments take place, then more centralization 
of fiscal decisionmaking and more dependence on outside 
funds can result from citizen efforts to limit the taxes and 
expenditures of their governments. In addition, greater 
state or federal involvement in services performed at the 
local level may occur. Some previously local activities may 
even be taken over by state or regional agencies, reducing 
even further the amount of local control. This is a much 
different type of urban policy than that which was being 
developed by the Carter Administration and some states 
earlier in the year. 

CO At a time when more and more state and local govern- 
ments may be turning to Washington for financial 
assistance, efforts are underway to reduce federal 
expenditures. There are strong signs that the rapid 
growth of federal aid to state and local governments that 
has marked the past decade will be slowing, as the Presi- 
dent and Congress seek to apply the fiscal brakes in order 
to reduce budgetary deficits and heip curb inflation. Fed- 
eral aid may well be the primary target of executive budget 
cutters attempting to reduce the federal deficit in fiscal 
1980 since it represents one of the few major “controllable” 
areas of the federal budget. 

These national level developments, coupled with the effects 
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